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PREFACE 


One cf the unique, and perhaps disturbing, features of 
development in the Third World during the second half of the present 
century is the unprecedented growth of population and labour force 
i r. urban areas, notably m large cities. The share of urban 
population in total in developing countries rose from under 7 per 
cent in 1920 to 13 per cent in 1950; it is expected to rise further 
to 43 per cent by the end of the century* The projected trend is 
disquieting, for the cities in the Third World are already 
experiencing the pressure of population on the available shelter and 
other basic urban amenities. Besides posing a threat to the urban 
environment it also raises questions about the quality of life, the 
cost of providing shelter and urban services in a man-made 
environment and unbalanced spatial development to mention only a 
few. 


Policies for de-concentration, promotion of rural farm and 
non-farm employment and improvement in the quality of life in rural 
areas, besides measures to contain population growth, no doubt 
constitute the key elements of a long-term strategy designed to meet 
the goals of ecodevelopment . This book is however concerned with 
the implications of urbanisation to urban employment, poverty and 
environment m developing countries. Few believe that migration 
toward urban areas can be arrested in the foreseeable future* The 
sheer magnitude of the urban population in these countries and its 
concentration in reproductive age groups suggests that the problems 
resulting from urbanisation can no longer be swept under the carpet* 

The substantial increase in urban population and labour force, 
some half of it due to internal migration, is no doubt partly a 
response to concentration of investment and incomes in large urban 
centres, notably in the modern sectors including government* Yet 
since employment in these sectors has failed to keep pace with the 
urban labour force growth, the process of urbanisation has elevated 
the concern for urban employment, underemployment and unemployment. 
Much of the additions to the urban labour force are seeking refuge 
in what is krown as the "informal sector" in which they create their 
own employmert to the extent the capital and skills at their 
disposal would permit. An array of labels have been coined and used 
to describe the activities encompassing this sector* To some they 
consist of illegal, criminal or marginal activities and hence 
parasitic; and to others they represent productive, small-scale 
self-employed activities and hence serve as a source for promoting 
growth, employment and equity objectives. It is not therefore 
surprising that the informal sector subject has aroused a passionate 
controversy in recent years. Some view it as an effective means for 
redistributing income and opportunities while others are sceptical* 
More importantly the nature, range and extent of interventions 
necessary to promote employment, equity and basic needs through the 
urban informal sector are gaining increasing importance in the 
debate on development issues. To the ILO it raises additional 
questions concerning the future role of the sector in labour 
absorption, the conditions of work and the like* 

Though the informal sector has been in existence in many 
countries in one form or another it is only during the last decade 
that it has drawn the attention of policy makers and researchers, 
notably from the point of view of opportunities for participation 



in, and reaping the benefits of, development. Following a series of 
city case studies on Calcutta, Jakarta, Sao Paulo, Abidjan, Bogota 
and Lagos supported by a generous grant from the Federal Pepublic of 
Germany, the Urbanisation and Employment Research Project under the 
florid Employment Programme of the ILO turned its attention to the 
urban informal sector, for it seemed to provide anywhere between a 
quarter and a half of employment in cities of the Third florid. 
Three survey studies were carried out on the subject in Calcutta, 
Dakar and Bogoth, It was at this point that the scope of the 
research project was widened to include a number of other cities and 
to assess the links between employment promotion in the urban 
informal sector and improvement of the urban physical environment, 
A generous grant from the United Nations Environment Programme in 
1975 facilitated this task and led to survey studies in Freetown 
(Sierra Leore) , Lagos and Kano (Nigeria), Kumasi (Ghana), Colombo 
(Sri Lanka) , Jakarta (Indonesia) , Manila (Philippines) , Cordoba 
(Argentina) and Campinas (Brazil), The present volume is the end 
product of this research. 

Even though the informal sector seems to have emerged as a 
major source of urban employment it is not clear under what 
conditions labour is being absorbed in this sector. Nor is it clear 
how productive these activities are and what opportunities they 
offer for upward mobility. One of the objectives of the studies in 
this volume has therefore been to throw light on these issues. 
Another aim of the volume has been to explore the scope for 
combining policies for employment creation in this sector with 
measures to improve the urban environment in the Third florid. Given 
the dual nature of the urban systems, informal sector promotion does 
raise questions for development policy, notably with regard to 
interdependence between the formal and the informal sectors. It 
also has implications for migration policies, urban labour markets, 
human resources development, regional development, growth, poverty 
alleviation and satisfaction of basic needs. The book therefore 
addresses itself to these issues as well. 

Both the very small-scale nature of these activities and their 
wide range undoubtedly pose problems in terms of concepts and 
measurement and research methodology. The studies reported in this 
volume are therefore necessarily exploratory in nature; both the 
quality and coverage of data vary across studies. Though the 
studies were carried out during the 1975-76 period, since the focus 
was on the problems and policies rather than on quantitative 
estimates of absolute magnitudes, much of the findings reported here 
have not lost their validity. Since the studies presented here 
refer tc cities of varying size the word •'urban 11 essentially means 
large urban centres. Notwithstanding the fact that the volume is 
based on data from some 16,030 small-scale units in the informal 
sector and draws on evidence from a number of other related studies 
on the subject, it represents no more than a first attempt to look 
at the informal sector in developing countries. Perhaps the book 
raises more questions than answers. 

The studies reported in this volume are drawn from the 
respective full-length versions which appeared earlier as a series 
of World Employment Programme Research Working Papers under the 
Urbanisation and Employment Research Project (WEP 2-19), Though 
some of the authors prepared chapter-length summaries based on their 
respective reports it was often necessary to recast them with a view 
to including other relevant evidence, ensuring complementarity and 



comparability between different chapters and keeping the length of 
the book, to a reasonable size* In other cases it was necessary to 
prepare a summary based on the respective working papers* Though 
the authors were provided with an opportunity to look through the 
relevant chapters in a draft form and to ensure proper 
representation of their factual findings, in an edited work of this 
nature they may not necessarily subscribe to some of the 
interpretations* Finally, the views and opinions expressed in this 
volume do not necessarily reflect those of the ILO or the UNEP. 

Thanks are due to Dr. Harold Lubell, who was in charge of the 
Urbanisation and Employment Research Project until August 1978 and 
Dr. A.S. Bhalla, Chief of the Technology and Employment Branch of 
the ILO for providing advice and encouragement in the preparation of 
this volume. The Editor would also like to acknowledge the valuable 
comments received from the UNEP and the members of the Reading 
Committee within the Employment and Development Department of the 
ILO. 
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PART I 


The role of the urban informal sector 
5m 7* Sethuraman 




C HAPTBB 1, I NTRODUCTION 


The urban population nearly tripled in the developing 
countries in a short span of 25 years from 275 million in 1950 to 
794 million in 1975. During the next 25 years over 1,300 million 
more are expected to be added, bringing the urban population in 
these countries to over 2 billions. 1 The rate of increase in the 
Third florid urban population seems to have accelerated in recent 
years, notably in the poorest developing countries. As compared to 
a rate of 4 per cent per year during the four decades following 
1920,2 the rate of increase during 1960-70 seems to have been around 
5.4 per cent per year in low-income developing countries (i.e. under 
US$250 per capita) and 4.8 per cent per year in middle income 
developing countries {i.e. per capita income above US$250). ® 
Consequently the share of urban population in total has risen from 
6.7 per cent in 1920 to 12.9 per cent in 1950* and 27 per cent in 
1975; it is expected to rise further to 43 per cent by the end of 
the present century. 1 

The phenomenal growth in urban population is no doubt 
primarily due to the over-all growth in total population in the 
Third florid countries. From under 0.5 per cent per year during the 
last century, total population in these countries increased at 1.1 
per cent per annum during the first half and at 2.4 per cent per 
year during the third quarter of the present century and this trend 
is expected to continue over the next few decades.* What is more 
striking is the accelerated pace of urbanisation implied by the 
diverging rates of growth of urban and rural population. The pace 
at which urbanisation is taking place in the Third florid countries 
now is far in excess of the rate experienced in the developed world 
during their comparable stage of development.* Differential rates of 
growth of population no doubt explains much of this phenomenon. The 
consequences of such a rapid urbanisation are however much more far 
reaching owing to the absence of conditions under which population 
growth and urbanisation occurred in the developed countries during 
the nineteenth century. 

The developing world of today does not have the opportunities 
for territorial expansion which the developed countries had during 
the last century. Between 1830 and 1900 the geographical area of 


1 United Nations: flori d p op u lation trends and prospects by 

s gaat££ # ._13Sc -a a00L__SflffiBary report" .of the ,1978 assessment (Mew 
York, 1979), and other unpublished materials from the United 
Nations. More developed regions include Europe, North America, the 
USSR, Japan, Australia and New Zealand. 

2 Paul Bairoch: Urban unemployment in developing countries 

(Geneva, ILO, 1973), table 6, p. 19. 

3 World Bank: Worl d, Deyelopwent _ _SsE9i:t, _ 1328 (Washington, 

1978), p. 100. 

* Bairoch, op. cit. , table 7, p. 20. 

5 ibid., table 1, p« 8. 

* ibid., pp. 20-21. 



developed countries increased from 10.5 million km 2 to some 43 
million km 2 . * Neither does the former have the opportunities for 
growth and labour absorption through trade^ coupled with industrial 
development to the same extent. 2 The Third florid countries, under 
the circumstances, have been forced to look inward and absorb as 
much labour as possible within the rural areas, particularly in 
agriculture. In the 50 years between 1920 and 1970 the number of 
persons engaged in agriculture in these countries practically 
doubled increasing from 240 million to some 450 million, even though 
the land available for cultivation (including multiple cropping) 
increased but little. For example, between 1950 and 1970 the area 
of agricultural land in these countries increased by about 25 per 
cent, while the number engaged in agriculture rose by 50 per cent. 2 
flith the exception of Latin America, the rate of expansion of 
cultivated land has slowed down in most developing countries. 
Notwithstanding migration from rural to urban areas, rural 
population growth on the other hand has tended to increase. As 
compared to 1.9 per cent per year during 1950-50, the rate of rural 
population growth in 1960-70 period in developing regions (Latin 
America, East Asia and Middle East and Africa) was 2.1 per cent per 
year. 4 Though there is scope for absorbing more labour through 
technological change, investment in infrastructure and structural 
changes, there are indeed formidable difficulties. 5 Consequently the 
growing pressure of population on agriculture would seem to have 
increased the extent of rural poverty. 

Given the disparities between incomes in agriculture and non- 
agricultural activities and between rural and urban areas, the shift 
of population from rural to urban areas is not therefore surprising. 
Notwithstanding the recent advances in agricultural technology the 
increasing pressure of population on land would seem to echo the 
Malthusian prediction of surplus population. Better employment and 
income opportunities in the urban areas (notably primate cities) 
coupled with increasing and cheaper transportation and communication 
facilities would seem to have played a major role in the 
urbanisation process. Location of industries, expansion of 
government administration in the wake of independence, and 
concentration of opportunities for acquiring education and skills, 
to mention only a few, have played an important role too in 
attracting migrants. 6 Whatever may be the reason the fact remains 
that migration has played an important, and in some countries even 
dominant, role. 


1 Bairoch, op. cit., p. 10. 

2 ibid., p. 23. 

3 ibid., pp. 13-14. 

4 World Bank: The assault on wor ld p overt y (Baltimore, 1975), 

pp. 240-241. 

5 ibid., especially chapters on rural development and land 
reforms. 

6 see for example, ILO: j&y iabaap leav e s the land (Genera, 

1960); Paul Bairoch, op. cit.. Chapter 2. See also United Nations; 
Ika_Deterffliaants-aaI-Ceasegugaces of . Population Trends (Nee fork, 
1973), Vol. I, Chapter 71 , for an excellent summary and review of 
the relevant literature. 



In most developing countries nearly a third of the increase in 
urban population during the 1960s is estimated to be due to 
migration from rural areas. In some countries like Ghana, the 
Republic of Korea and Tanzania/ it accounted for over 60 per cent of 
urban growth and m a few like the Ivory Coast and Uganda, even 
higher - over 70 per cent* * On the average, nearly half the increase 
in urban population in the less-developed region seems to have been 
the result of migration. In some countries, for example, in South- 
East Asia, however, the role of migration in urban population growth 
is diminishing . 2 Nevertheless, the rate of growth of urban 
population is expected to remain substantial since most of the 
migrants are young and hence in the reproductive age groups. 


Consequences and concern 

One of the disturbing features of the urbanisation process or 
what some would prefer to call "the urban explosion" is the growing 
concentration of urban population in large cities* The number of 
cities with a population of one million or more in the developing 
world in 1975 was estimated to oe 90 and it is expected to increase 
to 300 by the year 2000. Of the urban population in cities (one 
million plus) in the world, the share of developing countries has 
increased enormously from 33 per cent in 1950 to 48 per cent in 
1975* By the year 2000, over two-thirds of the population in big 
cities (one million plus) in the world will be in the developing 
region. In other words, the population in big cities of the LDCs 
has been increasing at 5.8 per cent per annum. 3 Big cities absorbed 
about half of the urban growth in the less-developed regions during 
the 1920-60 period. 4 

The major source of concern emerging from the above pattern of 
urbanisation relates to quality of life. The proportion of city 
population living in slums and squatter settlements in many 
developing countries ranges anywhere from 25 to 90 per cent, the 
figure being higher in cities growing more rapidly. s This is indeed 
a natural cor sequence; besides the magnitude of population increase, 
most of the urban migrants are too poor to afford anything better. 
Land is scarce and housing costs more in urban than in rural areas* 
"Urban housing is more dependent upon the man-made environment than 
upon the natural environment." It is not therefore an exaggeration 
to call the proliferation of slums and squatter settlements as an 


1 World Bank: World Deve l opment P eport, 1979 (Washington, 1979) , 
p. 55; see also United Nations: World Housing Survey. 1974 (New 
York, 1976) , p. 152. 

2 united Nations: Economic Bull et in f or Asia and the Pacifiq . 
No. 1, June 1978, p. 107. 

3 The evidence is based on the latest estimates from unpublished 
United Nations sources. 

4 R.tt. Hestebe: Th e urb an isa t ion problem in the less-developed 

E&ase&t. impa cts a&d po licy implic ations for -the Bank 

Group (unpublished manuscript, 1970), p. 11. 

5 United Nations: W orld Ho usi ng Survey# 1974 . op. cit. . tables 

48-49, pp. 159-172. | 



invasion on vacant public and private lands in the cities. This 
process has inevitably led to "a rapid increase in living densities 
in central, lew rental, low income areas, extending and intensifying 
slum conditions 11 • 4 And the trend continues; "in as much as slums, 
with one third of the city population, account for the city growing 
at a rate of 4 per cent, they themselves are growing at a rate of 12 
per cent." 4 In the urban areas where water must be paid for, 
disposition of solid and liquid waste must be pa'id for, growing 
population densities in such settlements necessarily pose a greater 
threat to health and environment. And yet, shortage of basic urban 
services and inadequate access to them by the urban poor continue to 
pose a challenge to the urban authorities concerned. In many cities 
urban services have been stretched to the point of a breakdown. * 
Needless to add much of these problems are compounded by the limited 
capacity of the urban poor to pay for the urban services besides the 
limited response of the urban authorities to the emerging problem. 

Growth of incomes in the urban areas has generally exceeded 
the corresponding rates in rural areas even though urbanisation is 
taking place in many developing countries ahead of 
industrialisation. And yet income inequalities in urban areas are 
significantly above that in rural areas in many countries. 3 Further 
as can be seen from Appendix table 3, the bottom 50 per cent of the 
urban households mostly received under a quarter of the total income 
generated. These findings are also consistent with the data on 
distribution of consumer expenditures in Tanzania, Tunisia, 
Indonesia, Pakistan and Mexico. 4 While it seems plausible that the 
process of urbanisation has been accompanied by an increase in the 
absolute number of urban poor and a greater inequality in the 
distribution of urban incomes, further data are required to 
substantiate this hypothesis. 5 

Another source of concern has been the swelling rates of urban 
unemployment, often twice or more the rate prevailing in rural areas 
even though between 1950 and 1970 urban employment increased faster 
(160 per cent) than total employment (60 per cent) in developing 


4 United Nations: World H ousing Survey. 1974 . op* cit. , Chapter 
IV, p. 30. 

2 See, fer example, Barbara Hard and Ren6 Dubos: O nly one earth: 
T he care a nd maintena nce of a sma ll p lan et (1972), Chapter 12. 

3 H. Chenery, et al.: Redistri but i on with growth (Washington, 
1974) , p. 21. See also Appendix tables 1 and 2. 

4 W. Van Ginneken: Rur^i and urban income inequalities in 

Indonesia^ Mexico^ Pakistan^ lanza nia and Tunisia (Geneva , ILO, 


5 There are however many pitfalls in interpreting the income 
distribution statistics. Besides varying quality, concept and 
coverage, it is possible for example to raise the share of income 
accruing to the poor without improving, or even worsening, the 
distribution of income. For more details on measurement and 
interpretation of urban poverty, see Richard Webb: On the 
statistical mapping of urban poverty and employment. World Bank 

227 (Washington, Jan. 1976). 



countries* * The rates however have to be interpreted with caution 
owing to different population bases in rural and urban areas; the 
evidence nevertheless clearly suggests that a substantial part of 
the urban labour force, particularly among youth, is jobless. 
Though open unemployment is a source of concern from a socio- 
political point of view the wide prevalence of underemployment is 
perhaps even more serious since few urban poor in these countries 
can afford to remain openly unemployed for long periods of time and 
many of the unemployed are young dependants of better-off 
households. Notwithstanding these and other problems, urbanisation 
continues and few are willing to leave the cities suggesting that 
urban areas provide better income opportunities among other things. 

Yet another concern pertains to the unrestrained growth of 
cities themselves. Does the growth of cities in absolute terms 
contribute to inefficiency as well, besides generating income 
disparities between regions and within the cities themselves? 
Though some would argue in favour of restricting the size of cities 
on the grounds of diseconomies of scale, the available evidence is 
far from conclusive. 2 


Coping with the prob l em 

The brief summary above of the urbanisation process taking 
place in the Third World and its consequences coupled with the 
projected rates of urbanisation already poses a number of questions 
as well as a challenge to the countries concerned. In the view of 
Malthas, the first economist to be concerned with the question of 
over-population and its implications for poverty and employment, the 
"surplus" population or the unwanted poor should perforce be gone 
from "nature *s mighty feast". 3 Subsequent economists, however, were 
not so pessimistic; they saw a wide range of solutions. While those 
in the Marxian tradition saw the need for a change in the social 
order, others in the classical and neoclassical tradition were 
hopeful of technological change, expansion through trade, capital 
accumulation and migration of labour. 4 The reality, however, is 
somewhere in between the range of solutions envisaged above. 

Development experience in the Third World shows that, "During 
the 1960s national income per head grew exceptionally fast by 


1 Bairoch, op. cit.. Chapter III. 

2 p, m. Townroe; "Employment decentralisation: Policy instruments 
for large cities in developing countries", in Progress in Planning . 
No. 2, 1979, pp. 94-95; Paul Bairoch: Emploi et taille des villes 
(Geneva, ILO, 1976; mimeographed World Employment Programme research 
working paper; restricted). 

3 Ian Bowen: "Nature* s feast today", in Finance and Development . 
No. 4, Dec. 1973, pp. 13-17. 

4 United Nations^ Th e Determinants and Consequences of 
Population Tre nds, op. cit.. Chapter III, for a survey of the 


literature 



historical standards in most developing countries* 1,1 "However, the 
recent growth in the developing countries has often tended to he 
concentrated in relatively limited parts of the economy, mostly 
those using capital-intensive techniques and having few linkages 
with the traditional rural sector or the urban informal sector, 
which between them account for by far the greater part of the total 
employment in most developing countries A number of factors 
including the existing economic structures, patterns of pricing and 
allocation cf investment resources and choice of production 
technologies and product mix would seem to have contributed to 
uneven patterns of development in developing countries* Whatever 
may be the reason, economic development failed to generate adequate 
employment and income opportunities, notably in the modern sector 
which received the bulk of the resources, to cope with the problem 
of labour-force explosion* 

Under the circumstances the surplus population or the labour 
force has been forced to generate its own means of employment and 
hence of survival* Writing more than a century ago about the 
surplus population resulting from industrial revolution in England, 
Engels noted: "... the 'surplus population * of England, which keeps 
body and soul together by begging, stealing, street-sweeping, 
collecting manure, pushing hand carts, driving donkeys, peddling or 
performing occasional jobs. In every great town a multitude of such 
people may be found. It is astonishing in what devices this 
'surplus population' takes refuge*" 2 While similar conditions exist 
in many developing countries even today, it is also true that a new 
class of petit-bourgeois engaged in a variety of more productive 
activities (e.g., small-scale manufacturing and repair services) has 
emerged all of which are included in what is now called the 
"informal sector". 3 The share of urban labour force in the Third 
World cities engaged in the informal sector ranges anywhere from 20 
to 70 per cent, the average being close to half or more (Appendix 
table 4) • The contribution of the urban informal sector to urban 
regional income also seems quite substantial; for example in 
Asunci6n (Paraguay) , San Salvador (El Salvador) and Lima (Peru) it 
was estimated to be 33, 25 and 30 per cent respectively. 4 In 
Ahmedabad (India), it seems to be 28 per cent. 5 

The present volume is an attempt to understand the urban 
informal sector in developing countries and its role in employment 


1 ILO: Employm e nt , growth ,anfl b a s ic needs: A one- world problem 

(Geneva, 1976), p. 16. 

2 F. Engels: Cond ition s o f the w o rking class in England in 1844 
(London, 1920), p. 85. 

3 See next chapter for a more detailed discussion. 

♦ P.R. Souza and Victor E. Tokman: "The informal urban sector in 
Latin America", in Internat ional Labour Review , Nov. -Dec. 1976, p. 


U 


5 T. S. Papola: 
Ahmedabad (Lucknow, 


1978), p. 74. Similar conclusions seem to 
hold for Africa too.. See W.F. Steel: Small scale employment and 

ia__da?gl opiBq __CQuntra.es (1977), Chapter I; and Georges 

Nihan et al.: "The modern informal sector in Lom6", in 
L abour Review . Sep.-Oct. 1979, p. 634. 


generation, poverty alleviation and urban environment* Following a 
brief presentation of the concept, methodology and scope of the 
research undertaken in the field of the urban informal sector in 
Chapter 2, some of its implications for various development 
objectives are discussed in Chapter 3* Chapters 4 through 12 in 
Part II present a summary of findings emerging from the informal 
sector survey studies in Freetown (Sierra Leone) , Lagos and Kano 
(Nigeria), Kumasi (Ghana), Colombo (Sri Lanka), Jakarta (Indonesia), 
Manila (Philippines), £6rdoba (Argentina), and Campinas (Brazil) • 
Implications of the evidence emerging from the above studies for 
improving the urban environment in developing countries are 
discussed in Chapter 13* The last chapter provides a summary of 
evidence and the scope for policies and action in the field of the 
urban informal sector* 



CHAPTER 2. CONCEPTS. METHODOLOGY AND _SCQPE 


Notwithstanding the growing recognition of the role played by 
the informal sector and the need to consider it explicitly in the 
formulation of development plans/ the concept has remained as 
elusive as that of unemployment and underemployment. It is not, 
therefore, surprising that one of the first questions frequently 
encountered is: what is the informal sector? Though the question is 
very simple, the answer is far from it; it is like asking: what is 
an underdeveloped country? The concept of the informal sector 
cannot be defined without going into some details about its history 
and evolution# The chapter therefore presents a brief review of the 
development of the concept and then spells out the concept 
underlying the various studies included in this volume# 


Development o f _ tke_ccncegt 1 

Dualism in the urban * econom y 

The duaiistic nature of the urban economy in developing 
countries has been recognised in the development literature for some 
years now * 2 The concept of dualism as applied to developing 
countries has been attributed various meanings by different social 
scientists ranging from social anthropologists to economists 
depending on the particular aspect or aspects they chose to study 
and emphasise. In the discussion below however attention is focused 
on dualism in the production system in so far as it has implications 
for employment, development and equity. 

The two sub-systems of production have been labelled in 
different terms that are not necessarily identicals ’’capitalistic'* 
and "peasant forms of production"; 3 "firm” centred and "bazaar" 
economies; 4 "upper" and "lower" circuits, 5 to mention only a few* 
While such efforts described the two sub-systems and sought to 


1 S* V* Sethuraman: "The urban informal sectors Concept, 
measurement and policy”, in I nte r nat i onal Labour Review , July-Aug. 
1976. 

2 Besides the references cited below see also Georges Nihans fce 
secteur non structure s S ignification ,, aire d’ extension du concept et 
a pplication exp^rimentale (Geneva, ILO, 1979; mimeographed World 
Employment Programme research working paper; restricted); and Markus 
S eichmuth : Dual ism in Peru: _An investigation into the 

Is , 4 =SlSISa.l..,.gloth4Bg _ inaa§iE^..and-thg 

formal secto r (Oxford, 1978) , Chapter 1 for further discussion on 
dualism and the informal sector. 

3 T* G* McGees "Peasants in the citiess A paradox, a paradox, a 
most ingenuous paradox", in H uma n Organisatio n. Summer 1973, pp. 
135-142* See also the works cited therein, ~~ ~~ 


♦ C# Geertzs 

mod er nisation in two I ndon esian towns (Chicago, 1962) . 

5 Milton Santos; 

116sQ Beaie. J sEbaiag.-des_Bais_s 9a3_-d$Telopp6s (Pads, 1975)' 



explain the factors that contributed to their origin and 
significance* another study, 4 looting at the sectors of econosiic 
activity brought out, perhaps more explicitly, the implications of 
dualism to labour absorption currently taking place in many 
developing countries* Xt characterised dualism in terms of 
traditional (trade-service) and modern (industrial) sector* Another 
study focused on Africa, 2 approaching the problem from the point of 
view of growing imbalance in the urban economy, came to the 
conclusion that a substantial part of the growth of the urban 
population and labour force is being absorbed not in the 
"enumerated" sector consisting of well-organised enterprises but in 
the. "unenumerated" sector consisting of small-scale self-employed 
activities* The author chose to characterise the structural 
imbalance in terms of "rich" and "poor* 1 sectors where the former is 
alien to the traditional societies in so far as it relied on 
imported capital, skills and technology* Yet another empirical 
study , 3 focusing on migrants in urban Ghana (Accra) highlighted the 
existence of a variety of new income-generating activities 
particularly in the trade and service categories* By virtue of the 
fact that most of them were in the unorganised sector and fell 
outside the purview of the existing statistical data- col lection 
machinery they were labelled as "informal" income-generating 
activities or the informal sector* 

Following this trend in thinking relating dualism in the urban 
sector to employment generation, the ILO/ONDP employment mission 
report on Kenya 4 carried this development further and sought to 
promote specific policies for employment and income generation in 
the informal sector* The foraaljinformal sector division of the 
urban sector had thus made its appearance* 

The brief discussion above describes in a nutshell the 
evolution of the concept of dualism as it relates to the urban 
economies of the Third World*. Several ideas are implicit in the 
above approaches to dichotoaisation* First, they generally refer to 
economic activities* Second, the distinction between the two sub- 
systems of production has been generally based upon one or more of 
the following factors: mode of production, mode of organisation and 
scale of activities* Coaseguently , urban dichotomy in these 
countries has also been described in terms of "technological 
dualism"; or more frequently in terms of "organised" and 
"unorganised" sectors or simply large and small-scale activities* 
Third, in describing the coexistence of the two sub-systems of 
production, considerable emphasis is placed on one of the two sub- 


4 Lloyd G. Reynolds: "Economic development with surplus labour: 
Some complications", in Ox for d Economic Papers (New Series), Har* 
1969* 


2 John Weeks; "An exploration into the nature of the problem of 
urban imbalance in Africa", in Nan power and U nemployment Research in 

Nov* 1973* 

3 Keith Hart: "Informal income opportunities and urban 

employment xn Ghana , in Jgji£^al_£f Uo^n African Stages, 
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systems, be it labelled as “peasant form of production" or "bazaa 
type of economy" or "lower circuit" or "informal sector". Th 
emphasis on this sub-system rather than the other seems to originat 
from the notion that it is alien to the urban sector in some sens 
and is primarily the consequence of urban population growth. Th 
mode of production, organisation and/or the scale of activitie, 
characterising this sub- system is rationalised in terms of certaii 
basic traits of its participants and/or the constraints o: 
opportunities available to them. Finally, it should also be note< 
that the traits of individual participants {e.g., rural/urbai 
origin, ethnic or cultural background, age, sex, level of educatioi 
and skills and the like) , would also seem to explain th* 
differential values, attitudes, behaviour and motivations observec 
in the two sub-systems. 

Growth of urban population, however, is not the only factor 
that has contributed to dualism (as described above) though it 
sharpened the dichotomy and brought out its significance for 
employment generation more explicitly. Factors derived from 
colonial heritage, patterns of trade and foreign aid, patterns of 
allocation of resources with an urban bias, presence of 
multinational corporations and international transfer of 
technologies, to mention a few, seem to have played an important 
role too in sharpening the dichotomy between the two sub-systems in 
so far as they led to the promotion of large-scale activities with 
modern modes of production and organisation that are alien to these 
countries. Whatever may be the reason, the existence of dualism 
with significant implications for employment cannot be denied. 

Following the Kenya employment mission report, the two sub- 
systems of production in the urban economy are here labelled as the 
formal and informal sector. 1 Leaving aside the question of 
definition for a later discussion, the two sectors may he 
distinguished in terms of the mode of production, organisation and 
scale of activities: formal sector consisting of activities using 
modern modes of productions and organisation comparable to the 
developed world and hence are larger in scale of operation as 
compared to those of the informal sector. The rationale behind the 
choice of this terminology stems from its neutral connotation. Most 
other equivalent terminologies assume what remains to be proved. 
For example the modern-traditional sector terminology implies a 
distinction based on the type of goods produced and technology used; 
obviously, as the study on urban Ghana showed, many non-traditional 
items are produced in both the sub-systems of production. Also the 
term "traditional" sometimes carries a negative connotation implying 
an absence cf dynamism or inferior production technologies . 2 Though 
the informal-formal terminology may not appear as satisfactory from 
every point of view, the fact that it has gained wide currency in 
the development literature and in the development plans and 
programmes of some developing countries would seem to suggest that 
it has come to stay. 


1 Though the government sector (including local suthorities) is 
in many ways similar to the formal sector from an employment point 
of view, the f ormalrinformal sector dichotomy in this volume refers 
to the private sector of the urban economy. 

2 Louis Emmerij: "A new look at some strategies for increasing 
productive employment in Africa", in Xstgrnationsl.LafeQur Beview , 
Sep. 1974; and John Weeks; "Policies for expanding .employment in the 
informal urban sector of developing economies", ibid., Jan. 1975. 



TowafilgL. ifljtion of the informal sector 

The term informal sector has gained wide currency in recent 
years* And yet the concept has remained somewhat obscure and even 
caused confusion in some quarters. Attempts to clarify the concept 
have also come under attack; 1 according to this view, endless 
preoccupation with the definition of the term must come to an end 
and attention should be focused on the results and implications of 
dualism* As will be shown below, the term informal sector has 
acquired various meanings according to the researchers and their 
objectives* Consequently the findings and policy prescriptions 
attributed to the informal sector are not always comparable; often 
they contradict too* It is therefore necessary to discuss briefly 
the rationale and approach underlying the studies presented in this 
volame* 


Huch of the above state of affairs can be attributed to the 
following* Though many would subscribe to the existence of dualism 
and its implication for employment and development there seems to be 
little agreement on what the two sub-systems of production should 
consist of. Essentially there are two problems: one is the choice 
of the unit; and the second, how to determine the boundary 
separating the two sub-systems . 2 These are discussed below. 


One of the first problems encountered in trying to define the 
informal sector is the choice of an appropriate economic unit. 
Should it be defined in terms of individuals? Households? Or 
enterprises? The evidence cited earlier generally referred to 
economic ..^actiyiti^s as the basis for distinguishing the informal 
from the formal sector. Since dualism is defined in terms of 
activities, it is however possible to focus either on the 
individuals engaged in these activities or the enterprises in which 
they participate* Consequently the informal sector has been subject 
to different interpretations. 


One approach focusing on the individuals has been to divide 
the urban labour market into formal and informal segments where the 
latter is defined to include workers in the "unprotected" sector* 3 
According to this view, "employment in the formal sector is in some 
sense or senses protected so that the wage level and working 
conditions in the sector are not available, in general, to the job 
seekers in the market unless they manage to cross the barrier of 
entry somehow"* This kind of "protection" may arise from the action 


* S hrlg_ 6^rrvi^£etty_prod^gers_an d _the — urban economy!, A case 
study of Da kar (Geneva, ILO, 1974; mimeographed lorld Employment 
Programme research working paper; restricted) , p. 5. 

z Many would guestion such a dichotomisation. See a critique of 
the approach presented below* 

3 A* C* Harberger: "On measuring the social opportunity cost of 
labour", in Intgrnati9nal_£afa9ug_Beview , June 1971. 



of trade unions, of governments, or both acting together 1 as a 
result of institutional practices* In other words the informal 
sector is eguated with the unprotected segment of the labour market 
where free entry exists owing to high labour turnover; and wages are 
significantly lower than in the formal sector . Hfy extension of this 

approach* the informal sector is sometimes defined to include 

workers earning below the legal minimum wage* 2 Or alternatively 
attempts * have been made to divide the urban workers in terms of the 
individual characteristics such as their education and skill, 
occupational and employment status (i*e., wage^ worker or self- 
employed). 3 And in some cases, the informal sector is defined not in 
terms of individuals but in terms of households to which they 
belong. Perhaps the choice of households as a unit can be 
rationalised on grourTcTs' of operational considerations viz*, the 
“existence of household survey data and sampling frames in many 
developing countries.. In so far as such an approach focuses on poor 
“households or those located in slums it would seem to imply that 
urban dualism can be interpreted in terms of the sick and the poor. 
Obviously the "urban poor" and the "informal sector" are not 
coterminus; many studies show that urban poor could belong to either 
of the two sub-systems of production. Thus, the informal sector has 
been attributed different meanings at different times * urban poor, 
low-income households, urban population living in slums and sguatter 
areas and so on* 

The selective and brief discussion above nevertheless 
explains, at least partly, the confusion prevailing in this area. 
No doubt the various definitions emerging from the above have much 
in common. Presumably each definition can be justified on its own 
grounds taking into account the purpose on hand. The ILO, 
recognising the merits of alternative approaches, decided to use 
a Tctivities/ent ^r pri ses as the basis for defining the informal sector 
in the studies reported "here. 

The reasons for choosing the activity (or enterprise) rather 
than the In&ivTSual or household as the basic unit for defining the 
informal sector are many. (9 First, following from the initial 


1 D. Hazumdar: "The urban informal sector", in World Bank Staff 
W orking Paper No* 21 1 (Washington, July 1975) (reprinted in World 
Development , Aug. 1976). See also J. Breman; "A dualistic labour 
system? A critigue of the informal sector concept", in Economic and 
Political W eekly, Vol. 11, No. 48, pp. 1,870-1,875; and No. 49, pp. 
1,905-1,908 and No. 50, pp. 1,939-1,944 (1976). 

2 P. R. Souza and V.E. Tokman: "The informal urban sector in 
Latin America", in Interna tional Labour Review . Nov. -Dec. 1976, pp. 
355-365. 

3 See for example John Friedman and Flora Sullivan: "The 
absorption of labour in the urban economy: The case of developing 
pp^ n 385-413. ia ,_Poval2pm9nt;_and__Ciilt^ral_ Change, Apr. 

♦ Even though criminal activities and the like, in so far as 
they provide employment and incomes, are often considered as part of 
the informal sector they are excluded from the purview of this 
volume on the ground that they fall outside the realm of socially 
desirable economic activities. 



discussion cn dualism, the ILO f s interest has been on the dual 
production systems and their implication for employment* 
Consequently it was felt that the focus should be on production 
units * 0 Second, by focusing on the production units, it is possible 
to isolate the development policies that have a bearing directly on 
the dualistic nature of the urban economies and hence on employment 
promotion and income distribution* In other words such an approach 
stresses the conditions under which employment and income generated 
in the urban areas of the developing countries. ^Third, it could 
faciliate the task of assisting the informal sector 
activities/enterprises directly and indirectly by providing the 
necessary assistance* In other words it is possible to help the 
enterprises to help themselves and improve the conditions under 
which income and employment in this sector are generated* Needless 
to add such efforts need not necessarily focus on this sector 
exclusively, ignoring the over-all setting in which they operate* 

It should be noted however that such a choice in favour of 
activities or enterprises does not deny the usefulness of other 
approaches based on individuals or households briefly mentioned 
above* In fact they are highly complementary* For example, 
attempts to focus on particular groups of workers or segments of 
labour market are highly desirable since they provide insights into 
the problems of specific groups and the functioning of the urban 
labour markets in developing countries* They could therefore 
suggest appropriate remedial measures notably in the field of labour 
market policies, social security and labour legislations, 
unionisation and the like. Likewise it may be useful to isolate 
certain classes of wage workers or occupations as target groups for 
specific policies and assistance. Similar arguments can be made in 
favour of choosing households as the unit. Finally, the choice gf 
enterprise/activity as the unit for die ho to misatlolT does not 
preclude^the ^po^ssibil'ity 'of’ lQarning about the individuals engaged 
ixTTF or their households. * 


The choice in favour of activity or enterprise as the basic 
unit for dichoto misat ion implies that the urban economy is viewed as 
a continuum of enterprises engaged in the production of goods and 
services. The studies cited earlier on dualism provide some 
indication about the types of enterprises that belong to each of the 
two sub-systems. They suggest that the activities (or enterprises) 
can be sorted out on the basis of one or more of the 
characteristics: mode of production, organisation and the scale of 
operation* 

The ILO/ONDP employment mission report on Kenya, in an effort 
to distinguish the informal from the formal sector, suggested the 
following: the informal sector is one where free entry to new 
enterprises exists: enterprises in this sector rely on indigenous 
resources; they are family owned and small scale; they use labour- 
intensive and adapted technology; their workers rely on non-formal 


* hs a matter of fact, many studies presented in this volume do 
throw considerable light on the individuals and households even 
though the informal sector was defined in terms of 
activities/enterprises* 



sources of education and skills; and finally they operate in 
unregulated and competitive markets# Correspondingly the formal 
sector enterprises possess characteristics obverse to the above - 
entry for new enterprises is difficult; the firms rely frequently on 
overseas resources; they are generally subject to corporate 
ownership and large-scale operation; they use capital-intensive and 
often imported technology; their workers possess education and 
skills acguired through formal sources, and they are often 
expatriate; and finally they operate in protected markets (through 
tariffs, quotas and trade licences) • 4 In other words, the Kenya 
report would seem to have made explicit what some of the earlier 
authors had implied in their writings. Not surprisingly the 
missions attempt to characterise the informal sector in specific 
terms mentioned above has come under criticism from some quarters 
even though it was a step in the right direction# Part of the 
criticisms was however unjustified in so far as the above criteria 
were interpreted in a wider and general context even though they 
were proposed in the specific context of Kenya, It must however be 
admitted that the characteristics spelled out above do not add up to 
a definition of the sector; perhaps it was never the intention of 
the mission* But the report did come somewhat closer to providing 
a definition inasmuch as it tried to crystalise ideas about the two 
sectors* 

Notwithstanding the above refinements the informal sector 
universe remains vague because of the multiple criteria; each 
criterion can be used to define a universe of its own* Consequently 
one is not certain about the universe to which the term informal 
sector refers. It is therefore useful to explore the possibility of 
defining the informal sector in more precise terms* )( Perhaps the 
distinguishing feature of the informal sector enterprises is that 
they made their appearance, not so much in response to investment 
opportunities as in the neoclassical sense but out of necessity to 
create one«s own employment. Thus the accent was on employment 
generation and not on seeking suitable investment opportunities for 
the sake of realising a return on investment# The individuals or 
“entrepreneurs" associated with the informal sector enterprises are 
not capitalists in the classical sense of the term seeking 
investment outlets,^ Since many of them are migrants to urban areas 
in search of employment and since few possess substantial capital or 
education or skills , the key characteristic of the informal sector 
would seem tc be that the enterprises emerged in suite of the lack 


The above line of reasoning suggests that the so called 
enterprises in the informal sector are not really enterprises in the 
conventional sense of the word; perhaps it is more appropriate to 
call them production units {or micro business as it is sometimes 
called) still in the process of evolution; they are yet to acquire 
the status of an enterprise as the term is commonly understood. As 
one study put it, the evolution implies a change whereby a 
technician with managerial responsibilities becomes a manager with 
technical responsibilities* 2 


1 ILO: BePlo.Ynent, incones and .quality ...» op. cit. 


* ilo: lBBan._reg&arcgg_£Q£_ia 4a!Strial development: Some. aspects 

1 planning (Genera, 1967) , p. 138. 


Besides entrepreneurial skills, many of those entering the 
informal sector also lack the necessary technical skills and possess 
little or no capital of their own* Given the limitations on the 
scope for raising capital through borrowing, * a means normally 
available to firms in the textbook sense, they have little command 
over resources* These features in turn would seem to explain not 
only the choice cf activity to be pursued but also the mode of 
production, organisation and scale of operation actually observed in 
this sect or • 

Much of what is said above is perhaps implicit in the writings 
cited earlier and hence not new* It nevertheless facilitates 
clarification of some of the ideas and issues. The informal sector 
enterprises can be interpreted as belonging to the lower end of the 
urban continuum of enterprises* The informal sector units can 
therefore be expected, in principle, to overcome the capital and 
skill constraints over time and thus assimilate themselves with 
enterprises; the extent to which they succeed in breaking such 
barriers in practice is however an empirical question and depends on 
a number of factors. * Viewed in this framework, the term "small 
enterprise" as commonly used can be interpreted as belonging to the 
middle of this continuum; it uses a mode of production and 
organisation somewhat similar to the formal sector enterprise but on 
a relatively smaller scale. It is therefore sometimes labelled as 
the intermediate sector. 2 3 Perhaps the distinguishing feature between 
the informal sector unit and the small enterprise is their 
orientation; whereas the former is motivated primarily by employment 
creation, the latter is concerned primarily with profit 
maximisation. ~~ 

The framework presented above suggests the following 
definition of the informal sector. It consists of small-scale units 
engaged in th e pro duction and distribution of goods and services 

wit h the p rimar y objective of generating employment and incomes to 

t^heir participants notwithstanding the constraints on capital, both 
physical and human, and knowhow . Such a definition of the informal 
sector would also seem to provide the justification for focusing 
employment and development policies on this sector. * It emphasises, 
as did other writers, the significance of urban population growth to 
the emergence of the informal sector. It also implies that dualism 
manifested in the form of different modes of production, 
organisation and scale of operation is simply a reflection of the 
varying circumstances under which enterprises in the two sectors 
come into existence and operate. 

The exposition above of the informal sector concept does no 
more than to spell out, perhaps in a more general way, what was 
already noted. More importantly, it would seem to pave the way for 


* See Chapter 3 for further discussion on limited access to 
capital and its implications# 

2 See Chapter 3, the section on evolutionary or involutionary 

growth. 
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formulating a definition with analytical significance* Since the 
output of a firm can be postulated as a function of capital (both 
physical and human) , labour and technology, one can hypothesise that 
the value added per worker reflects the mode of production, 
organisation and scale. 

The informal sector concept elaborated above suggests that the 
production units are motivated by employment generation and that 
they have little capital (and skills) at their disposal. These 
features imply that they are relatively more labour intensive and 
that they have relatively low value added per worker* as compared to 
the formal sector firms* The concept also implies that these units 
use relatively simple technologies of production partly because of 
the capital constraint and partly because of their limited access to 
technical knowhow. All these factors suggest that the informal 
sector can be characterised by a single measure viz*, value added 
per worker* «- 

Dualism, as described above, then implies a significant dis- 
continuity in labour productivity across the enterprises* To put it 
crudely, the formal sector can be described in terms of a high 
labour productivity while the informal sector is characterised by a 
low labour productivity* 2 Dualism is then defined in terms of the 
coexistence cf a high and a low productivity sector* It is 
therefore tempting to describe dualism in terms of high-low wage 
sectors; but it would be erroneous to do so for two reason sz first, 
the bulk of those engaged in the informal sector is self-employed 
and not working for a wage; and second, the labour market 
imperfections and rigidities in wage structures are common features 
in many developing countries* 

Even though the use of labour productivity as a measure to 
distinguish the two sub-systems within the urban economies is highly 
appealing it does pose a couple of problems. The first relates to 
empirical evidence; for example it is not obvious that there are 
visible discontinuities in the labour productivity across the firms. 
It is possible that labour productivity increases gradually as one 
moves along the urban continuum of enterprises from one end of the 
scale (informal sector) to the other end (formal sector) owing to 
the existence of firms in between the, two extremes* Or 
alternatively, it is possible that labour productivity rises from a 
low level, moves into a transitional phase and then reaches a high 
plateau as one moves along the continuum. In other words the 
distinction between the two sectors is a matter of empirical 
evidence* 

The second problem pertains to the use of labour productivity 
measures from an operational point of view* In the light of what is 
stated above it may be necessary to choose a level of labour 


< s.t. sethuraman: Tgaacas_a_as&ai£iaa_gf ..tks.iaf . gegta-c 
(Geneva# XLO, 1974; Borld Saployment Programme unpublished 
research), p* 7. 

2 See for example R.C. Webb: "Government policy and the 
distribution of income in Peru, 1963-1973 11 , in Lowenthal (ed«): yhe 
Peruvian experiment (Princeton 1975) ; and Beichmuth: Dualism in 
£§£ai-M,i.5££afclgaUga..i. x t > op. cit. , pp. 85-88 for some related 
evidence* 



productivity as a cut off point to determine the boundary of the 
informal vis-d-vis formal sector. This could introduce an element 
of arbitrariness and pose the problem of comparison between 
different situations. It may however be possible to minimise such 
a bias by choosing a standard criterion: for example one might 
choose the level of legal minimum wage as the cut off point since it 
is likely to reflect the national socio-economic objectives; or 
alternatively the level of per capita income or the poverty line 
defined on a national or regional basis. More importantly, the 
labour productivity criterion can only be an expos t measure since it 
cannot be assessed until after the data are collected from all 
enterprises in the urban economy. In other words the labour 
productivity measure could serve as a policy goal once the data are 
collected and evaluated. It is in this sense the problem of 
defining the urban informal sector is akin to the problem of 
defining an underdeveloped country. Any definition of this sector 
can only be interpreted in a relative sense, relative to some 
arbitrarily chosen norm; the informal sector can therefore be 
defined as large or as small as one wishes by so choosing the labour 
productivity measure. The merit of this approach however lies in 
drawing attention of the policy makers to the question of resource 
allocation and income distribution. 


A critique of the d ual istic appro ach* 

One of the basic criticisms of the dualistic approach has been 
the validity of the assumption that the urban economy in developing 
countries can or should be divided into two - formal and informal - 
sectors even though the dual nature of such economies has been 
recognised in the literature and noted by several authors. Though 
there is considerable truth in this argument, it can at least partly 
be attributed to the mistaken notion that dualism denies the 
presence of interdependence between the two subsectors. According 
to this view, it is pointless to isolate the informal sector as a 
target group and suggest policies for employment promotion and 
income generation through its development in so far as much of its 
problems can be traced to its subordinate position in relation to 
the formal sector, which, for reasons of its own interest and 
survival, would like to maintain the status quo.* Focusing on the 
urban informal sector for purposes of employment promotion obviously 
does not necessarily imply, as already mentioned, denial of such 
interrelationships between the two sectors; nor does it imply a 
neglect of their implications for policy. Needless to add much 
depends on what information is collected from the informal sector 
and how it is analysed. For example, it is always possible to 
collect information on the nature of relationship between the 
informal and the formal sector by addressing appropriate questions 
to the informal sector. 

Another criticism is related to the fact that the urban 
economy is after all a continuum however defined; why should it be 


* Caroline O.N. Moser: ”Informal sector or petty production: 
Dualism or dependence in urban development?”, in World Development , 
Sep.-Oct. 1978, as well as other articles in this special issue. 

* See Chapter 3 for more on these and other issues. 



divided into only two subsectors? 4 The question is indeed relevant 
and important and has implications for the informal sector concept. 
As already suggested, it may well be necessary to divide the urban 
economy into more than two subsectors. Indeed the Ghana study 
referred to earlier did distinguish between various kinds of 
informal activities. Only empirical evidence can tell how many 
meaningful and analytically significant subsectors are worth 
identifying in order to draw valid policy conclusions in the field 
of employmert and income generation. Thus, it is one of the 
objectives cf research on the informal sector. The studies 
presented in this volume, as will be seen later, do throw some light 
on this issue. The approach taker, in these studies has generally 
been to define the informal sector as broadly as possible leaving 
open the possibility for further disaggregation and analysis 
wherever the evidence warranted. 

And finally some would argue that the dichotomous situation 
observed in the urban sector of the Third World is perhaps a 
temporary phenomenon, 2 The so-called informal sector, according to 
this view, is just a "holding ground for people awaiting entry into 
the formal sector" and thus is in a transition process in the long 
run it will become a part of the formal sector too and thus 
disappear. Perhaps so. But the emerging evidence seems to 
contradict this view. As the studies presented in this volume will 
show, most cf the participants in this sector have spent many years 
in their respective activities and few believe that they will be 
absorbed in the formal sector; neither are many interested in 
working for the formal sector. 


The scope, me thodology and objective s 

One of the main objectives of the studies reported in this 
volume has been to understand the conditions under which the 
informal sector absorbs labour and generates income. Another 
objective has been to assess the implications of promoting the 
informal sector to urban environment. More specifically, the 
studies try to delineate the interrelationships between this sector 
and the rest of the urban economy with a view to determining the 
extent to which such linkages are beneficial and hence desirable to 
promote. The studies also aim at .throwing light on the evolution of 
the informal sector enterprises over time, notably on their ability 
to overcome the barriers mentioned earlier. Since one of the 
arguments in favour of informal sector development is its ability to 
produce goods and services efficiently, an effort has been made to 
shed light on this issue as well. In addition, the studies also 
look vat the issues pertaining to labour market and the like. The 
main thrust of all this has been to identify the measures 
appropriate tc promote urban employment and environment on the one 
hand and to improve the incomes of urban poor on the other. 


4 Guy Standing: "Urban workers and patterns of employment", in 
Subbiah Kannappan (ed,): Studies of u rban labour market behaviour in 

developing countrie s (Geneva, International Institute for Labour 

Studies, 1977) , p, 37, 

2 Emmerij, op. cit. 

2 Tara Chana and Hunter Morrison: "Nairobi*s informal economic 
sector", in fkistics 257, Aug, 1975, p, 122, 



Identification of ,.the m informal sect o r enterprises 

Though the conceptual basis outlined above dictated that the 
informal sector universe be confined to the lower end of the unban 
fL on * in — there was nevertheless the need: to identify the 
enterprises that belonged to this universe in order to collect data. 
The ideal procedure would of course be to compile a list of all 
j££4uction units in a given urban area and classify "them according 
to the conceptual criteria stated earlier and thus determine the 
ones belonging to the informal sector. This procedure* however 
'poses two problems: (a) compilation of a list of all establishments; 
and (b) application of a set of criteria to each establishment to 
determine whether it belongs to the informal sector. 1 

In most developing countries a complete list of all 
establishments is not available; in particular smallest among them 
are either net registered with any official body and hence unknown 
to the statistical authorities; or they cannot be reached by the 
statistical authorities owing to an absence of information on their 
whereabouts* or because of their itinerant character or because of 
their ill-defined status; or the authorities have not been concerned 
about such data. Whatever the reason* it is generally necessary to 
compile such a list. While it may be feasible to undertake such a 
task in smaller towns (as some studies have done) it is ruled out in 
the case of large cities. Moreover* if the object is primarily to 
identify the informal sector enterprises as defined earlier (i.e. 
the lower end of the continuum) it is pointless to compile a list 
which includes firms that obviously belong to the formal sector. 
The approach generally followed in the studies reported here was 
therefore to eliminate the production units that clearly do not 
belong to the informal sector. Thus all government 
departments/a gen cies* public sector corporation* private joint stock 
companies* multinationals* formal institutions and the like were 
excluded from the outset since they do not satisfy the definition of 
the informal sector proposed earlier. In order to narrow down the 
scope further* it was decided to eliminate all enterprises with more 
than ten workers per establishment on the assumption that an 
enterprise of that size normally requires a significant amount of 
capital and managerial skills; further an enterprise above this 
size* though small* is unlikely to have the orientation of an 
informal sector enterprise noted earlier. To the extent the 
assumption above is not valid* it leads to an error in 
classification. In anticipation of such a possibility* additional 
criteria were employed to sort out such enterprises* as will be seen 
later. 


As above* other a priori considerations were utilised in 
narrowing dewn the scope further* (I First* agricultural activities 
are relatively unimportant as a source of employment and income in 
the urban context; and given the high urban land value* agriculture 
cannot be a source of self-employment for the poor and jobless; it 
was therefore assumed that informal sector enterprises are absent in 
this activity I* Second* following the one digit I SIC classification* 
sectors such as mining and quarrying* electricity* gas and water* 


1 Surveys of small-scale ^nql household industries and employment 

the ESCAP Seminar on Statistics of Small-Scale and Household 
Industries* Bangkok* 11-17 July 1977. 


and finance, insurance, real estate and related services were 
assumed to contain none of tie informal sector enterprises since 
they are generally dominated by formal (including public) sector 
establishments . 1 

The search for the informal sector enterprises was thus 
confined to the following: all enterprises with ten persons or less, 
and engaged in manufacturing, construction, transport, trade and 
service sectors. Though it is unlikely, such a procedure might lead 
to the exclusion of at least some truly informal sector activities; 
for example, it is conceivable that more than ten persons are self- 
employed but operate in the same business premises ox, as is common 
in Africa, a master may have a number of apprentices working for 
him. It was therefore necessary to apply a set of operational or 
diagnostic criteria to such enterprises and thereby determine where 
they belonged. These included: whether the enterprise was legal or 
not? works on an irregular basis? located in temporary structures? 
uses electric power? depends on formal credit institutions? relies 
on a formal distribution network? most workers have fewer than six 
years of schooling? Needless to add these are but a few suggested 
criteria; and one could think of a number of other similar ones. 
The rationale behind the choice was simply that most of them can be 
applied without asking any questions, just by visual observation of 
the enterprise. The essence of this additional measure was to 
include enterprises even though they had more than ten persons 
provided they satisfied at least on e of the suggested criteria of 
informality. ~ 

It should be obvious from the above that even though the 
universe ^consisting of informal sector enterprises was narrowed 
down, the sub-universe including the latter itself was not 
identified. Adoption of any additional criteria would not only 
introduce the researchers* own bias; more importantly their 
application in the field would almost amount to carrying out a 
survey with a full length questionnaire. It was therefore decided 
to abandon the effort of further narrowing down; instead it was 
decided to focus on the larger universe of which the informal sector 
proper forms a part. This approach was also considered desirable in 
the light of the criticism referred to earlier; that it would amount 
to putting the cart before the horse. It was therefore decided to 
allow the data to speak for themselves. Collection of data from a 
universe larger than the informal sector itself leaves open the 
possibility of analysing the data at a more disaggregated level; it 
leaves open the possibility of defining the informal sector in 
empirical terms as large or as small as one wishes. 


£e£ea£££_jge£hogol&£y. 

It was apparent from the beginning that all empirical research 
in this field must necessarily be exploratory not only because of 
the problems of definition but also because of the lack of adequate 
statistics. The research methodology followed in these studies is 
therefore exploratory and it varied somewhat between different 


1 As with every rule, there are exceptions. Two examples of 
informal sector activity in the excluded sectors: self-employed 
fisherman; and self-employed persons engaged in collection and 
delivery of water (e. g. Jakarta). 



cases* The methodology Involved the selection of enterprises on a 
sample basis from the universe referred to above and application of 
a questionnaire through personal interviews* In order to ensure 
comparability between various studies, a draft questionnaire was 
prepared in advance* and the various researchers were encouraged to 
adapt it to suit the local conditions and needs* Briefly stated, 
the question nair es sought information not only about the enterprise 
but also about the heads of these enterprises and their households* 2 
The scope of information collected was restricted somewhat, taking 
into account the cost considerations* More importantly, it was felt 
that unless one undertakes an in-depth study, it may not be possible 
to collect precise quantitative data on a large number of items 
owing to the small scale of operation, numerous retail transactions 
and the absence of records or accounts* Insights based on the 
studies presented here already suggest that there is considerable 
scope for improving the above* 

Turning to the selection of sample enterprises, different 
studies followed different approaches, depending on the extent to 
which prior information was available {Annex II) * Absence of a 
sampling frame precluded the possibility of a probability weighted 
sample in most cases. Generally speaking, the studies sought to 
cover several areas within the city/town on a sample basis and 
attempted tc compile a list of enterprises described earlier before 
drawing a sample* ' The studies generally sought tc include 
enterprises from the five sectors: manufacturing, construction, 
transport, trade and services* 

Before concluding this chapter, perhaps a word of caution is 
in order* As already stated, it is perhaps inappropriate to call 
the units engaged in the production of goods and Services and 
belonging to the informal sector as Enterprises* 1 * By the same 
token, the term "entrepreneur* 1 as applied to the head of the 
informal sector unit is a misnomer. This is particularly true since 
the informal sector, as defined here, includes even the smallest 
units as well; for example, a shoe-shine boy, a self-employed vendor 
selling cigarettes on a street corner, a self-appointed building 
caretaker, a self-employed parking attendant and the like can hardly 
be called an enterprise* Notwithstanding the marginal nature of 
these activities, the terms enterprises, establishment, firm, 
activity and production units have been used in this volume 
interchangeably • Likewise the terms entrepreneur and head of 
enterprise have been used to connote the same meaning* 


* S.V* Sethuraman; Survey instrument for_a, study. of the urban 

i nformal sector : The case of Jaka rta (Geneva, ILO, 1975; World 
Employment Programme unpublished research) * 


2 See Annex I for further details 



Anaex_I 


Th e informal s ector survey q uestionnaire; 
A brief d escription 


The information sought in the questionnaire, * besides 
identification particulars/ can be classified into three categories: 
(a) information pertaining to the enterprise and its linkages with 
the rest of the economy; (b) information pertaining to the head of 
the enterprises; and (c) information pertaining to the household of 
the head of the enterprise. Information sought about the enterprise 
included the following: (i) physical background-fixed/variable 
location/ access to economic infrastructure and public utilities, 
permanent/temporary structure, commercial/residential location, 
legal status of the structure; (ii) structural background - detailed 
description cf the main and subsidiary activities, structure of the 
markets, etc. ; (iii) legal constraints such as licence requirements, 
registration, etc., and the nature of the relationship with the 
government, if any; (iv) history of the enterprise - age, changes in 
physical location, physical structure or the premises, the nature of 
activity, goods and services produced, quantity of output, 
employment, technology and the hurdles confronted in establishing 
the enterprise; (v) operational characteristics - capacity 
utilisation, extent of underemployment among labour, structure of 
employment (full time, part time and casual), use of unpaid family 
labour, availability of skilled and unskilled labour, sources of 
supply of labour, age, sex and educational structure of employees, 
the extent of labour turnover and reward for experience, training 
facilities and terms, data on wages paid and the extent of cash and 
kind payment, value of capital employed, sources of funds for 
acquisition of capital, extent to which building, machinery and the 
like are hired and the cost of doing so, the nature of backward and 
forward linkages, total revenue, value of inventories, taxes paid, 
etc. Besides the above, the enterprises were asked about 
imperfections in factor and product markets, difficulties in 
securing the necessary inputs including credit and in marketing the 
products. Further the enterprises were asked to list the areas of 
assistance needed by them in order to expand their activity; and 
their reactions to possible government policies and programmes were 
assessed as well. 

The information sought about the head of the enterprise was 
largely confined to his personal characteristics - sex, age, formal 
and non-formal education, experience, job history, migration status, 
his parent's occupation, sources of non-formal education and 
training, his preference for self-employment as opposed to wage 
employment, job satisfaction , changes in his earnings over time, 
extent of employment and desire for more work, his attitude towards 
possible government policies such as training, alternative 
occupation, alternative location for his enterprise, etc. 

Finally, the information sought about the entrepreneur's 
household included; proximity of the residence to place of work. 


* ,S.V. Sethuraman: Sarr a? . inst rument for a study of the urban 
informal, sector; The case of Jakarta (Geneva, ILO, 1975; unpublished 
manuscript for the World Employment Programme) • 



other members of the household participating in the activities of 
the enterprise, extent to which other members of his household 
participate in the labour force, particularly in the informal 
sector, the extent to which others contribute to the household 
income, extent of unemployment, and details about the residential 
structure in which the household is located and access to utilities* 



An&£X_II 


Coverage and. sampli ng p rocedures 


A brief summary of the informal sector universe covered by 
various studies as well as the sampling procedures is presented 
below. 

Freetown (Si erra Leone ) ,; A sample of 1/000 enterprises was selected 
and interviewed in January-Februar y 1976* Based on a knowledge of 
the concentration cf small-scale activities in inner Freetown/ the 
city was stratified into five parts; within each stratum/ 
enterprises belonging to the five sectors (manufacturing, 
construction, transport, commerce and services) were selected, the 
sample size being proportional to 1963 population in the respective 
area. In the absence of a sampling frame, an attempt was made to 
distribute the sample units geographically as widely and as randomly 
as possible. 

L agos (Nig e ria ) z The sample survey was carried out in July-October 
1976 and covered 2,000 enterprises, A two-stage sampling design was 
adopted; the city was stratified into 200 enumeration areas and 10 
enterprises were selected at random from each of them. In the 
absence of a sampling frame the study chose to distribute the sample 
among various streets within each stratum. 

Kan o (Nigeria) ; The Kano study was based on a sample of 505 
enterprises and was carried out during March-April 1976, Unlike in 
Freetown and Lagos, Kano study carried out a complete listing of 
enterprises in all the 583 enumeration areas before drawing a random 
sample of the informal sector enterprises. One of the interesting 
features of the procedure was to "overweight” the less important 
activities (e.g. carpentry) and " underweight” the most common ones 
(e,g, trade and services) and as a result the sample provided more 
information cn less important activities as well. 

Kumasi (G hana) : Unlike the studies mentioned above, the Kumasi study 

focused only on selected manufacturing and rapair activities (see 
Chapter 7) . The study compiled a list of all small enterprises 
(under ten workers) in the selected activities in the town through 
a census carried out in August-September 1975 and took a 10 per cent 
random sample of them. The survey covered 300 enterprises and the 
field work was carried out during October 1975. 

Colombo (Sri La n ^) : The 47 wards of the city were stratified into 
11 homogeneous strata, taking into account the housing and 
occupational patterns, infrastructural facilities, demographic data 
and the degree of commercial and industrial activity. In the second 
stage, a pocket or a cluster of informal sector activities was 
chosen from each stratum and a complete listing of small enterprises 
was drawn from this list and interviewed in early 1977. 

J akarta (Indones i a ) z This being one of the early studies, the 
procedure to identify the informal sector enterprises was still 
unclear. As a result it sought to identify the enterprises through 
a listing of households. Thus, in the first stage the city was 
stratified into five geographical areas. In the second stage a 10 
per cent sample of the smallest administrative units (Kelurahans) 



was chosen* The third stage consisted of selecting 25 per cent of 
the household clusters (kekun tetangga) within each of the selected 
kelurahan through a systematic random sample* Finally, all 
households falling within the selected clusters were listed along 
with additional information on the source of employment for all 
workers in the household* Thus, a sampling frame of informal sector 
participants was constructed which was then used to select a sample* 
Information on the enterprises was collected through the informal 
sector participants* The sample covered 4,367 such participants 
engaged in the five one-digit IS1C groups. The survey was carried 
out in August-September 1975* 

Manila IPhilipp i nesj : The Manila study relied on a readily available 
sampling frame of small establishments (under ten workers) compiled 
by the National Census and Statistical Office* Since the listing 
was made in 1972, the effort was made to supplement the sample by 
including new enterprises that were added to the list between 1972 
and 1975* A sample of 3,500 units was drawn on a random basis and 
interviewed in March-May 1976. One of the drawbacks of this 
approach seems to have been the exclusion of at least some 
enterprises, by virtue of their small scale of operations, that may 
have escaped the official listing and hence from the sample* 

Cordoba (Argentina) : The Cordoba study, unlike the ones mentioned 
above, covered all enterprises with five or less number of persons* 
Further, it sought to distinguish between high and low income 
activities, calling them guasi-formal or informal activities 
respectively. However, in order to draw the sample, the study 
relied on twc sampling frames - one based on enterprises (with fixed 
location) and the other based on households (for self-employed 
workers without fixed location) . The samples were drawn using a 
stratified random sampling procedure* The survey was carried out in 
early 1976. 

Campinas The study on Campinas adopted a stratified random 

sampling procedure where the two were divided into 40 zones and the 
sample size cf 500 was allocated to them according to the level of 
employment prevailing in 1975* The sample units, consisting of 
self-employed activities and small enterprises with ten workers or 
less, was distributed between industry, commerce and services in the 
proportion of 20, 40 and 40 per cent. The survey was carried out in 
1976* 



CHAPTEB 3. THE gRBi^ INFORM AL SECTOR AND 

""DEVE LOPMENT POLI CY 


The urban informal sector in developing countries, almost by 
definition/ is playing a major role in absorbing labour. 
Considering the circumstances under which the sector has emerged it 
is clear that the sector plays an important role too in generating 
incomes for the poor# 1 Given the projected rates of growth of urban 
population and labour force m these countries the need to assess 
the future rcle of this sector in labour absorption cannot be 
overemphasised. Since the formal sector in developing countries has 
a small base both in terms of output and employment a simple 
calculation will show that employment in this sector must grow at an 
incredibly high rate - say 10 per cent per year or more - in order 
to absorb the future additions to urban labour force. This implies 
that output must grow even faster since employment in this sector 
increases less than proportionately in relation to output, 2 But in 
reality the formal sector seems to be absorbing only a fraction of 
the increase in urban labour force #3 in other words the burden on 
the informal sector to absorb more labour will continue to grow 
unless other solutions including the development of rural non-farm 
activities and spatial decentralisation of growth are envisaged. 

Development of the informal sector with a view to increasing 
its employment and productivity levels however raises a number of 
issues including the basic one - whether it should be developed at 
all. Besides growth and equity/ its development has implications 
for urban development and environment/ migration and conditions of 
living and work and labour market, to mention only a few. This 
chapter is devoted to a brief discussion of these issues and their 
short- and long-run implications, 4 Though the informal sector 
includes marginal activities that fall somewhere on the border 
between productive and unproductive (or economic and non-economic) 
activities much of the discussion below excludes them from the 
purview. in so far as such truly marginal activities are simply a 
reflection of the prevailing opportunities (or the lack of them) 
elsewhere the discussion below nevertheless has significant 
implications for their development. 


1 The link between the informal sector and poverty is discussed 
later, 

2 Morawetz, D, : Employment implications of industrialisation: 
A Survey”, ir. Economi c Journal . No. 335, Sep. 1974. 

3 In Nairobi, for example, formal sector employment seems to 
have grown at only 3.2 per cent per annum even though the city f s 
labour force increased at 9.1 per cent per year during the 1964-72 
period. See William J, House: "Nairobi's informal sector: An 
exploratory study” (Nairobi, 1979; unpublished manuscript) # p. 2. 
See also P.R, Souza and Victor E. Tokman: "The informal urban sector 
in Latin America”, in Inte r nat iona l Labour Review . Nov. -Dec* 1976, 
pp. 358-359, 

♦ Many aspects of the problems discussed below have been dealt 
with by different authors in greater detail. In particular see 

idem, ibid.; and Santos: LJespac e pa rtagS: _ Le,s _deus circuits de 

116go nomie„5£ bain^deg_paYs,SQUs-d4v elopp4s , op, cit. 



resour ce 


allocation 


Equity considerations apart, one of the basic arguments for 
promoting the informal sector as a group of activities vouia seem to 
rest on resource allocation. It was postulated in the last chapter 
that the informal sector enterprises emerged not in search of 
lucrative investment opportunities but out of necessity to create 
one's own employment in spite of the lack of investment resources. 
Accumulating evidence from various informal sector studies also 
suggests that virtually none of these enterprises have access to 
capital from formal sources of credit; they primarily depend on own 
savings and tc a lesser extent on borrowings from friends, relatives 
and other indigenous sources. The implications of capital 
constraint are many fold. 


First/ capital shortages lead to sub-optimal levels of output 
and employment. Second, lack of access to capital from formal 
sources of credit at reasonable rates of interest often forces the 
informal sector enterprise to seek other sources of credit* It 
could take the form reliance on 11 middlemen" or intermediaries such 
as money lenders, implying that the cost of capital is generally 
higher than the rate at which capital is accessible to the formal 
sector. 1 But more frequently capital market imperfections, it is 
argued, lead the informal sector enterprises to depend on formal 
sector enterprises; often it means subordination of the informal 
sector itself* 2 For example the informal sector enterprise may have 
no option but to surrender all or part of its output at prices 
predetermined by the lender. Alternatively, it may have to give up 
its independence and operate as a dependent unit serving the 
interests of the formal sector eager prise. 3 Thus, even though the 
informal sector enterprise operates like an independent unit, it may 


1 Develop ment of informal sector in Java, Indonesia , ILO/UNDP 

Technical Report 1 INS/72/030 (Geneva, 1976), p* 11, suggesting 

annual interest rates of over 40 per cent* See also R* Bromley; 
•'The street traders of Cali, Colombia*', in World Development * No* 6, 
1978, pp. 1,161-1,171, which reports that the daily rate of interest 
varied between 5 and 10 per cent, for example; and yet the 
participants in these activities seemed to earn an income well above 
the national minimum wage* 

2 See for example A.N* Bose: Q^ lc u^ta and rural Bengal; Small 
sector symbicsi s (Calcutta, ILO, 1978), Chapter IV; and Chris Gerry: 

Estix M& the U£ban econom£i_l c§ s e._ _st u d f .^ajcar 

(Geneva, ILO, 1974; mimeographed World Employment Programme research 
working paper; restricted). See also R. Bromley and C* Gerry 

evidence and discussion on these and related issues, particularly 
Chapter 3. 

3 See for example Bromley: "The street traders of Cali ••* 11 , op* 
cit. in some cases the enterprises may voluntarily choose to work 
on a subcontracting basis; one study shows that such dependence does 
not lead to lower incomes. See fieichmuth: Dualism in , Peru: .An 
investigation ..., op. cit., p. 136. 



in fact be worJcing for '■wages” at sub-optimal levels of 
remuneration* 1 

Thirdly, in many cases, the informal sector enterprises may 
not have access to any capital at all or in an effort to retain 
their independence, avoid dependence on financial intermediaries. 
One of the consequences of such shortages, notably in working 
capital, is tc make the inputs dear. Unable to buy in sufficient 
quantities, small enterprises may be driven to rely on ,, middlemen ,, 
rather than the original source and thus end up paying higher 
prices* Such a situation could arise, perhaps more frequently, even 
in the absence of capital shortage owing to scarcity of local and 
imported inputs, lack of direct access to imports by small 
enterprises and market imperfections. 2 Fourthly, non-availability of 
capital often forces the informal sector enterprises to choose 
remote and poor physical locations restricting their direct access 
to markets for their goods and services* Many enterprises 
consequently operate in substandard and/or residential premises; 
still others resort to variable locations (e*g*, operating in open 
public spaces, using push carts and the like) • To the extent they 
lack direct access, they often resort to ••intermediaries” to market 
their goods and services. Such dependence however could also result 
from the small scale of operation (and hence uneconomical) and 
dominance by larger and well established firms operating in this 
area. Or alternatively, in order to operate in a choice location, 
the enterprises may have to get the blessings of larger firms for a 
small fee. The end result of such a dependence, it is argued, is to 
lower their revenue than otherwise possible* 3 

In addition to capital constraints, shortage of foreign 
exchange and certain key raw materials would seem to hurt certain 
types of informal sector activities in selected countries* In some 
countries imported capital and raw material would seem to play an 
important role even in the informal sector* 4 Likewise, many informal 
sector activities rely heavily on traditional raw materials such as 
leather and metal. The informal sector has no doubt attempted to 
cope with the shortage of these materials through its own innovative 
ability and through recycling waste materials. Nevertheless such 
bottlenecks have either reduced their profitability or even wiped 


1 J* Breman: ”A dualistic labour system? A critique of the 
informal sector concept”, in Econom ic and Political Weekly # Vol. 11, 
Nos* 48, 49 and 50* See also Colin Leys: Underdevelopment in Kenya: 
The political ecpijorny of neo- col o nia l ism (LondonJ 1975). 

z Chris Gerry: Pe tty pro duction and cap i tal i st produc t ion in 

Dakar: The cr i sis of the se lf-e mployed . Paper presented at the 

Institute of British Geographers, March 1977 # p* 13* 

3 See for example S*V* Sethuraman: Emplo y ment promotion in the 

informal sec tor in Ghana (Geneva, ILO, 1979: mimeographed World 

Employment Programme research working paper; restricted) , pp. 36-37; 
and the case studies therein* See also Bose: Calc u tta and rur al 
Benga l ••*, cp* cit* , pp* 98—105. 

4 M*P. Van Dig k: "Enguate sur le secteur non-structur6, Dakar, 
mars-mai 1977” (Geneva, ILO, 1977), p. 12, according to which 83 per 
cent of capital goods used by the informal sector in Dakar was 
imported. 



out some enterprises. Besides government, policies* such problems 
also seem to be the consequence of formal sector firms assuming a 
monopolistic position; or alternatively the formal sector firms bid 
away the scarce inputs* virtually eliminating the informal sector 
enterprises using them.* 

The above arguments* based on varying sources of evidence* 
suggest that constraints on resources in general and capital in 
particular have implications far beyond limiting the production 
potential in the informal sector enterprises. v Both the factor and 
product market imperfections compound the capital constraints and 
often result in the exploitation of the informal sector* It is not 
gust a matter of exploitation of the informal sector ^by the formal 
sector; perhaps it is more accurate to describe this phenomenon as 
exploitation of the weak by successive layers of stronger ones. 

Conseguently* one school of thought would argue that the 
informal sector is caught between higher input and lower output 
prices. The formal sector* in so far as it is responsible for the 
situation* appropriates at least a part of the surplus generated in 
the informal sector. 2 It also follows from this line of argument 
that making more resources available to the informal sector will not 
per se contribute to its development unless the mechanisms for 
channelling inputs and outputs and the underlying relationship 
between the formal and the informal sectors are also simultaneously 
modified. 3 In other words* it would be necessary to restructure the 
socio-economic framework within which the informal sector now 
operates. 

The other school of thougnt would however argue* as the Kenya 
employment mission report did* that the informal sector enterprises* 
with the exception of a few marginal activities* not only provide 
goods and services demanded by the society but are also economically 
efficient for otherwise they would not have been able to survive in 
the absence of protection. Elimination of market imperfections and 
resource constraints coupled with greater access to market could 
contribute to an increase in both output and employment. 4 Obviously* 
the divergence between the two views is basically an empirical 
question; in so far as the existing socio-economic nexus of 
relationships hurting the informal sector is primarily a reflection 
of the underlying resource and market constraints there need not be 
any conflict between the two. To the extent that this is not true 


* For example in Dakar the multinational BATA was "able to 
achieve a virtual monopsony in the purchase of fine leather” and 
thus forced many informal sector enterprises to seek substitutes 
such as vinyl materials. Saa Gerry: Petty production _ _and 

produ ct io n in Daka r ... r op. cit.* p. 12. 


2 Bose: Calcutta and rural Beng al 


op. cit.* p. 97. 


3 ibid.* p. 105* pp. 121-1 22 ; see also ”The urban informal 
sector: critical perspectives”* in World Development * Sep. -Oct. 
1978; and Leys: Ur j.de r develo paent in Kenya ...* op. cit. 


4 Some would even cast doubt on this conclusion: ”... it is not 
at all obvious that active government intervention and assistance 
would be beneficial”. See Chana and Morrison: "Nairobi* s informal 
economic sector”* op. cit.* p. 122. 



it is clear that the focus should be on both* For example, in cases 
where the formal sector has a monopoly in the use of scarce raw 
materials that are badly needed by the informal sector owing to the 
problems of substituting them it may be desirable to "reserve" such 
materials for the exclusive use by the informal sector on grounds of 
equity* 


The role of p ubl ic policie s 

The constraints in terms of access to resources and markets 
are also often exacerbated by tae prevalence of a hostile policy 
environment* Contrary to the generally favourable policy 
environment accorded to the formal sector, the informal sector, 
notably in transport, trade and service activities, have been 
subject to a variety of constraints either because they cause 
traffic congestions, health hazards and illegal ^ use of public spaces 
or simply because they mar the beauty of the city. 1 Needless to say 
such restrictions, without accompanying positive alternative 
measures, invariably mean not only a reduction in income 
opportunities but also induces the enterprises concerned to seek 
subordinate forms of relationship noted earlier. For example an 
enterprise with an "illegal" location is often neither "registered" 
nor is it eligible for credit from formal sources** In contrast the 
formal sector enterprises not only have free or relatively easy 
access to resources and markets nut also enjoy protection in various 
forms* 3 But for these restrictive policies, it is argued that the 
informal sector would have bean more efficient* * 


Much of what is discussed above can be termed as short run 
measures to assist the informal sector. Considering the number of 
persons engaged in this sector and the expected additions to it in 


1 Among other studies, saa also T* G* McGee and Y.M. Yeung: 
HawKerg .is South-East Asian ci ties : Planning for a bazaar e conomy 
(Ottawa, 1977), for a detailed discussion on policies towards the 
informal trade sector* 

* See foe example aeienmuth: Dualism in Peru : ... An 
investigation , op* cit* , p* 151. In some cases such as Hong Kong 
the enterprises may prefer to remain "unregistered" in order to 
escape law enforcement relating to conditions of work and the like. 
See Victor and Fung Shuen siti "Factories in domestic premises: A 
survey of an informal manufacturing sector in Hong Kong", in ASEAN 
Seminar on I nfo rma l S ect or, Jakarta , December 197 8 (Jakarta, 19*78) , 
p* 24. 

3 ILOi La.£lo Z&ent i .__4ac2iji. e i s __and ine^ualiti ..., op. cit.. 

Technical Paper No* 22* See also John Weeks: "Uneven sectoral 
development and the role of the State", in the informal sector and 
marginal groups in Bulle tin (Institute of Economic Studies) , Oct. 
1973, pp. 76-62* 

* In some cases the informal sector enterprises even pay the law 
enforcement authorities to waive restrictions. See Bromley: "The 

street traders of Cali • ••", op. cit. 



the years to come it is doubtful whether the remedial measures 
suggested above will ^ per se be adequate to raise the level of 
incomes and employment in this sector. *„lt would seem imperative to 
incorporate the informal sector explicitly in the development plans 
and assign a bigger and positive role to it. This in turn raises 
the ^ question of efficiency in the allocation of resources 
particularly between the formal and the informal sector. Does it 
necessarily imply a conflict between growth and equity objectives? 

One of the basic arguments in favour of the informal sector is 
its* low capital intensity.' Second, while the formal sector with 
higher capital intensity tends to generate demand more for the 
skilled labour, the informal sector tends to "generate demand for 
semi-skilled and unskilled labour whose supply is increasing both in 
absolute and relative magnitudes." Third, in so far as small 
enterprises are more likely to adopt appropriate technologies, the 
promotion of the informal sector is likely to result in a more 
efficient allocation of resources. Fourth, the informal sector in 
many developing cour tries, notably in Africa, is performing an 
important role in the formation of human capital by providing access 
to training and at a cost substantially lower than that provided by 
the formal training institutions. Fifth, the informal sector not 
only relies heavily cn the use of local resources but also plays a 
significant rcle in recuperating and recycling materials that are 
otherwise wasted. 1 And finally, perhaps the most important of all, 
recognition of the informal sector explicitly in the development 
plans could automatically ensure the distribution of benefits 
resulting from development in favour of the disadvantaged groups and 
thus depart from the trickle-down philosophy followed hitherto in 
many developing countries. 

Notwithstanding the above arguments in support of the informal 
sector, allocation of more resources to this sector than in the past 
both in absolute and relative terms does raise a number of 
questions. It was noted in Chapter 1 that in spite of respectable 
rates of growth of output the pattern of development in many Third 
World countries has been uneven, often benefiting only a fraction of 
the population, owing to the emphasis on the formal sector. One of 
the reasons favouring the formal sector has been its ability to 
generate surplus for investment and hence growth. The emerging 
evidence seems to question this proposition. 

It was noted earlier that the formal sector, recognising the 
constraints within which the informal sector operates, often tends 
to exploit the latter by imposing a dominant - subordinate 
relationship. In other words, the formal sector is hypothesised to 
"appropriate" a part of the surplus generated in the informal 
sector. Besides market imperfections, other factors also contribute 
to such a phenomenon. 

Thus it is argued that the informal sector provides not only 
cheap inputs but also cheaper wage goods for the workers in the 
formal sector. 2 In other words a significant part of the vitality of 
the formal sector and its ability to generate surplus and growth is 
attributed to the presence of the informal sector. 


* See for example Bromley ani Gerry (eds.): Casual work and 
p^yej: ty ^jn^t b i £ d^ wo r * op* cit. 

2 See for example Bose: C alcutta and rural Bengal ..., op. cit., 
p.* 98; Martin Godfrey: "Sural -urban migration in a 1 Lewis-Model 1 
context", in The Manchester S chool of Economic and Social Studies . 
Sep. 1979; and Leys: Underde v elopment in Kenya •• • , op. cit. 



The extent tc which (potential) surplus generated in the 
informal sector is thus appropriated by the formal sector is however 
a matter for empirical verification depending on the nature and 
extent of backward and forward linkages between the two* Some 
studies have shown that the informal sector buys substantial 
quantities of raw materials from the formal sector and that the 
latter exercises certain dominant influence in terms of prices and 
quantities;^ others deny the existence of any linkage at all. a 
Similar tendencies/ it is argued/ exist where the formal sector 
obtains its intermediate inputs through subcontracting from the 
informal sector* 3 Emerging from the above it is suggested that the 
terms of trade between the two sectors is generally favourable to 
the formal sector To the extent these arguments are valid it is 
clear that not only the ability of the informal sector to grow is 
limited by the surplus retained in this sector; 5 but also they cast 
doubt on the wisdom of promoting this sector by pumping more 
resources and creating further linkages between the two sectors 
without restructuring the underlying social and economic 
relationships for it will, only benefit the formal sector. As 
already implied/ such a conclusion is debatable; the extent of 
linkage cannct per se be an indicator of "exploitation”. Much 
depends on the degree of market imperfection (or perfection) • 

Yet another argument explaining the ability of the formal 
sector to generate surplus is based on the favoured treatment 
accorded to it. For example/ it is sometimes argued that the State, 
in order to induce the international firms to establish and operate, 
must provide certain political and economic concessions to these 
enterprises. Consequently "the formal sector develops in a non- 
competitive environment with privileged access to strategic 
resources". 5 By implication it follows that the informal sector*s 
ability to generate surplus is limited by the policy environment. 


1 Gerry; Petty producers and the urban economy .../ op. cit. ; 

see also Victor E • Tokman; A a e xp loration into the nature o f the 

i nformal- formal Rector of interre lati o nship s, PEEALC monograph/2 

(Santiago/ ILO, 1977) for a detailed discussion; and the articles in 
Hay Bromley (ed. ); "The urban informal sectors Critical 
perspectives"/ in: World Devel opment (Special Issue) , Sep. -Oct. 
1978. 


z Ghana and Morrison; "Nairobi's informal economic sector", op* 
cit., p. 130* 

3 Tokman; £.n e xplorat io n into the nature of informal or formal 

s ector int errelation ships, op. cit., pp. 9-10, for example* 

♦ ibid., p. 19. 

5 For some evidence contradicting the above, see Eeichmuth: 
Dualisam in P eru; An investigation op. cit., pp. 128, 140 and 

211. See also M.P. van Digk: D^velop pement du secteur non-structur6 
au S6 n 6gal; Une £ tu de de son contex t e et son potenti el (Dakar, ILO, 
1976) , p. 17, questioning the inference on exploitation; and House; 
"Nairobi 1 s informal sector: An exploratory study", op. cit*, p. 14. 

5 Weeks; "Uneven sectoral development and the role of the 
State", op. cit*, p. 79. 



Notwithstanding the above, scattered evidence suggest that the 
informal sector enterprises can and do generate surplus, at least in 
selected activities, even under hostile conditions threatening its 
survival* In Nairobi for example* the informal sector enterprises 
seem to have multiplied their initial capital, even though they had 
been in business for only about five years on the average, by as 
much as 6 to 10 times, depending on their level of net earnings* * In 
Lomd (Togo), fixed assets in the modern informal sector are 
estimated to have increased at 5.7 per cent per year and even 8.4 
per cent per year in the top decile (i. e* , larger enterprises} • 2 In 
Ahmedabad (India) , the informal manufacturing sector seems to have 
increased its productive capital at 21.5 per cent per year (12.3 per 
cent per year for fixed capital) during the period 1972-76*3 Even 
though much depends on the economic environment, the activities and 
the conditions under which they operate, the fact that almost all 
these enterprises finance taeir capital requirements through 
internal sources suggests they are capable of generating surplus and 
hence growth* If one takes into account the human capital generated 
in the informal sector through apprenticeship training and the like, 
the case for promoting this sector becomes even stronger* 4 It can be 
argued further that elimination of uncertainty and improvement in 
the policy environment could, by providing an incentive for savings 
and investment, further enhance its ability to generate growth* 5 

The case for promoting the formal sector with a relative 
neglect of the informal sector on the ground that it generates more 
surplus for investment is thus called into question* The issue 
however cannot be settled without reference to further empirical 
evidence* The other factor tnat casts doubt on the adoption of a 
new development strategy assigning greater importance to the 
informal sector is efficiency* Are the informal sector enterprises 
as efficient as the formal sector enterprises? In other words, can 
the informal sector generate more employment and output for a given 


1 House: "Nairobi*s informal sector: An exploratory study", op* 
cit., p. 17. 

2 Nihan et al.i “The modern informal sector in Lom6", op. cit., 
p. 634; in Nouakchott half the sample enterprises had an annual rate 
growth in capital of over 10 per cent. See Georges Nihan and R. 
Jourdain: “The modern informal sector in Nouakchott", in 
International Labour Review . Nov* -Dec* 1978, p* 715* 

3 Papola: The informal sector in an urban economy *•*, op* cit*, 
p* 43* 

4 The evidence from Ghana in fact casts doubt on the proposition 
that the formal sector generates more surplus than the informal 
sector. See Steel: Small-scale employment and prpduction in 
developing co u ntries (1977), op* crt* , Chapter 4. 

5 See for example Carolyn Huench: "Planning for informal sector 
enterprises“, in Inf o rmal Sector in Kenya . Institute for Development 
Studies, University of Nairobi, occasional paper No» 25, 1977, p* 
182, suggesting that building codes and regulations could discourage 
investment in premises. See also Chana and florrison: “Nairobi* s 
informal economic sector", op. cit., p. 127, showing that the 
informal sector entrepreneurs are forbidden from improving their 
business premises. 



volume of investment than the formal sector? Many studies have 
shown that the informal sector requires only a fraction of the 
capital needed in the formal sector to create a job# In Calcutta, 
for example, the average amount of fixed capital per worker in the 
informal manufacturing sector was estimated to be Rs* 2,325 or only 
16 per cent of that required in the formal sector* 1 ^tn Ahmedabad 
(India) it was estimated to he around 50 per cent,. 2 In fact the 
Ahmedabad study suggests that the smaller enterprises in the 
informal manufacturing sector (i.e., those with under Rs. 5,000 (or 
US$625) per establishment) generated both more value-added and 
employment than the larger ones. 3 The study on Nairobi suggests that 
even though the informal manufacturing sector requires only K£182 
per worker of capital or 11 per cent of that in the formal sector, 
it generated output valued at K&410 per year or 26 per cent of that 
in the formal sector. ♦ In other words an investment of Kfe one 
million seems to generate KS2.25 million output and 5,500 jobs in 
the informal sector as compared to K£0*774 million and 500 
respectively in the formal sector. 

The study on Ghana referred to earlier also showed that in the 
informal manufacturing sector (i.e., enterprises with less than ten 
wage employees the average capital required per worker was about 
2,100 cedis or 11 per cent of that in the formal sector (firms with 
over 100 workers) ; the corresponding figure for value added was 
1,200 cedis or 19 per cent of that in the formal sector. s In other 
words a giver volume of investment appears to generate significantly 
more employment and value added in the informal than in the formal 
sector. In Nouakchott, the value of fixed assets like machinery and 
equipment per worker in the modern informal sector was only 5 per 
cent of that in the formal sector. 6 The average (median) amount of 
capital per worker ir. the informal sector of Bamako (Mali) , Kigali 
(Rwanda) , Lom4 (Togo) and Nouakchott (Mauritania) has been estimated 
at US$54,161,187 and 166 respectively - quite small by any standard. 

The brief survey of evidence 7 presented above is not only 
selective but also of varying quality in terms of concepts and 
coverage. Mote importantly the question of efficiency cannot be 
resolved without isolating the consequences of market imperfections 


1 Bose: Calcutta and rural Benga l ..*, op. cit., p. 96. 

2 Papola: The inf ormal seq tor in an urban economy . *., op. cit., 

p* 160* 


3 Derived from data ibid., pp* 47-49* 

♦ House; ‘‘Nairobi's informal sector • ••“, op* cit*, pp* 7-8* 

5 Steel: gm^l^-s cale emplo y ment and production in developing 
countries , op. cit*. Chapter 4* 


6 Nihan and Jourdain: “The modern informal sector in 

Nouakchott”, op. cit., p. 715. 


7 In addition to the above see also ILO: 


gr owth for £he__ Philippines 

(Geneva, 1974), special paper No* 9; and idem: Mexico: La peouefia 
industria-en_la estrateaia d e emnleo productivo . PREALC (Santiago, 
1977; mimeographed). 


noted earlier on the valuation. Nevertheless, it suggests that the 
promotion of the informal sector, at least in the more productive 
modern activities, need not pose any conflict between growth and 
employment. 

V 

Development experience from several Third World countries 
suggests that maximising the rate of economic growth has not been 
the only objective resulting in the stress on the formal sector* 
For example shortage of foreign exchange has often led to the 
promotion of import substituting industries which invariably meant 
promotion of a capital intensive sector using technologies borrowed 
from the developed world. Vine question then arises whether the 
informal sector can provide such import substitutes.^ Some would 
however question the very need to produce import substitutes on the 
ground that most of them belong to the class of luxury consumer 
goods and that they are produced to satisfy the demand from a 
minority of elites who have acquired an international flavour for 
consumption. * Perhaps a more basic issue is whether the choice of 
any product mix can be sustained by a particular pattern of 
development stressing the informal sector. Mt is increasingly 
realised now that development is less meaningful unless it also aims 
at satisfying the basic needs of masses^ 4 In so far as the basic 
needs can be produced with local resources using simple technologies 
it would seem that a basic needs oriented development strategy would 
considerably expand the scope for participation of the informal 
sector. On the demand side too, a greater emphasis on the informal 
sector could result in higher incomes for the working poor and thus 
generate additional demand for basic needs items. Needless to add 
these are indeed areas for further research. To the extent these 
arguments are valid, such an approach would also lead to an easing 
of the burden on foreign exchange, discourage the promotion of 
formal sector and the adoption of inappropriate technologies. 


jyo la tiona£X-Q£-iP.yolati2nari_ar2tfth? 

Even though increasing dependence on the informal sector for 
employment seems not only desirable but also inevitable its 
consequences to incomes of the poor are far from clear. One of the 
major issues in this context is whether labour absorption in this 
sector will be followed by decreasing, constant or increasing 
incomes per workeirV In 6theF~wbfdS will tie growth of this sector 
involution ary or evolutionary? There are several shades of 
opinion on this issue. 3 One view seems to be that the informal 
sector can accumulate capital and grow fast enough to absorb the 
labour thrust upon it provided the policy environment becomes 
favourbale, market imperfections are eliminated and markets for this 
sectors output are expanded through greater linkages between this 


* Weeks: "Uneven sectoral development and the role of the 
State", op. cit., p. 78. 

* Louis Emmerij and Dharm Ghai: "The World Employment 
Conference: A preliminary assessment”, in International Labour 
Revie w. Nov. -Dec. 1976. 

3 Tokman: H An exploration into the nature of informal-formal 
sector interrelationships", op. cit., for a brief summary of the 
controversy. 



sector and the rest of the economy. The other view holds that the 
informal sector is not capable of accumulating capital and hence 
generate an evolutionary growth since it is subordinated by the 
formal sector. It is postulated on the premises that the formal 
sector is linked to multinationals and operates under oligopolistic 
conditions. It not only retains the surplus generated within itself 
and creates fewer jobs by choosing capital intensive techniques but 
it also appropriates the surplus generated in the informal sector by 
restricting access tc modern inputs and product markets on the one 
hand and by flooding their own products on the informal sector 
participants on the other* Further it is argued that labour surplus 
resulting from population growth tends to depress wages even in the 
formal sector and thus facilitates its capital accumulation* 

Obviously the divergent opinions cannot be resolved without 
resort to empirical evidence and the case in question* It is 
perhaps true, notably in the case of Latin America, that 
multinationals play a relatively important role; but the evidence 
available is far from adequate to prove the contention that the 
informal sector is in fact prevented by the formal sector from 
accumulating surplus and generating growth. 1 The evidence quoted 
earlier, if at all, points to the opposite view, namely, that the 
informal sector can and does accumulate capital and grow over time 
although such growth may be limited to relatively more productive 
activities such as manufacturing. Further the evidence from 
selected African countries seems to suggest that the older 
enterprises within the informal sector generally possess 
substantially larger amounts of capital than those that are 
relatively younger. 2 Such evidence, if at all, suggests that the 
rate of capital accumulation is a function of time and that the 
process of evolution of these enterprises can be accelerated through 
appropriate policy measures and assistance* And finally, the fact 
that a significant number of the informal sector participants earn 
a wage comparable to that of the formal sector (and the legal 
minimum wage) and that there is some mobility of workers from the 
formal to the informal sector would seem to contradict the view that 
growth in the latter is involutionary. 3 


Besides allocation of more resources and elimination of market 
imperfections, the scope for evolutionary growth depends on the 
opportunities for productivity gains on the one hand, and the demand 
opportunities on the other. These opportunities vary with the type 
of activity* In some activities, the informal sector would seem to 


1 See for example F.eichmuth; Dualisam in Peru : An investigation 
••*, op* cit* , which contradicts the second view presented above and 
concludes that the informal sector does generate surplus and that 
constraints on capital accumulation are the consequence of ” lack .of 
access to jobs, credit, education and markets” and not the result of 
the dominance of the formal sector (p* 214)* 


2 Nihan: 
d 1 extension 
23. 


"Le secteur non-structurd - signification, aire 
du concept et application exp^rimentale", op. cit., p. 


3 See the section below on labour market 



have demonstrated its innovative ability; in others, the 
opportunities for gains in productivity would appear to be limited. 
For example personal ar.d household services, in so far as they offer 
little scope for technological change and productivity gains, 
clearly growth of demand plays a more important role in determining 
whether labour absorption will be followed by rising, falling or 
constant income to workers. The scope for evolutionary growth would 
seem to vary with the country in question inasmuch as the structure 
of the sector in particular and the economy in general, 
institutional rigidities as well as the opportunities mentioned 
above depend on the level and pattern of development. Finally, it 
should be noted that the choice of policy instruments could 
significantly influence the opportunities available to the informal 
sector as will be seen below. 

It is perhaps useful at this point to understand the types of 
markets from which the informal sector seems to derive its strength 
for survival or expansion. First, there are certain areas which are 
exclusively in the domain of the informal sector because the formal 
sector cannot reach them. For example, the small scale of operation 
coupled with its labour intensive character often enable the 
informal sector enterprise to provide goods and services tailored to 
the individual needs and this could arise from ail income groups of 
households (e. g. , repairs, trade, services, tailoring, etc.) and 
perhaps to seme extent even from non-household units (e.g. , vehicle 
repair). Second, the small size of the market does not offer any 
incentive to the formal sector to enter; as a special case this 
might include the production and/or services of an import 
substituting variety (e. g. , duplication of imported spare parts on 
a small scale) based on the innovative ability and recycling of 
waste materials. Third, certain activities such as collection of 
waste materials (and garbage in general) are left over to the 
informal sector either because the local authorities are unable to 
reach or it is too labour intensive and expensive for the formal 
sector to reach directly. Fourth, the informal sector may be able 
to retain certain markets owing to its cost efficiency - cheap 
labour, economy on overhead costs and the like - or to its 
locational advantage. Fifth the informal sector may be able to 
derive its competitive edge from product differentiation. Sixth, 
the formal sector may be unable to produce certain types of goods 
and services for the low and middle income groups and thus leaves 
such markets for the informal sector which, by using substandard 
materials and simple technologies, is able to develop its own market 
by emulating the formal sector products. Finally, the formal sector 
may deliberately seek the co-operation of the informal sector 
through subcontracting in obtaining intermediate inputs or marketing 
its output. Not infrequently the informal sector loses out certain 
markets to the formal sector either because the consumer tastes have 
changed in such a way or because of cost efficiency. Similarly, 
certain markets painstakingly developed by the informal sector may 
be taken over by the formal sector through mass production and cost 
reduction. Needless to add these are not mutually exclusive 
categories; neither are they exhaustive. 

Many studies seem to confirm that the bulk of what is produced 
in the informal sector is sold to households, for final consumption. 
Further, much of this demand seems to originate from among poor and 
low income households. Given that the income elasticity of demand 
for informal sector goods and services is positive, it is clear that 
the rate of growth of income and population play an important role 



in determining the demand for this sector 1 * s output* To the extent 
that the elasticities vary between income groups, changes in income 
distribution would seem to be important too* 1 The fact that income 
and population in urban areas of developing countries has increased 
substantially in recent years would seem to explain the growth of 
urban informal sector activities in these countries. Policies aimed 
at increasing the incomes of the poor are therefore likely to result 
in an expansion of demand for informal sector goods and services. 

For at least some of the informal sector goods, notably those 
manufactured within the sector, it is quite likely that the demand 
is also influenced by the availability of similar products from the 
formal sector (e*g* footwear, furniture, etc*)* In so far as the 
pressure or demand is exerted through prices and quality 
differential, policies designed to improve the quality and reduce 
the relative price of informal sector products could have a 
significant positive impact on demand for the latter* By the same 
token, policies designed to diversify the commodity structure of the 
informal sector and strengthen its ability to compete effectively 
with the formal sector could also result in expanding the demand 
opportunities for the informal sector. In an extreme situation it 
could take the form of "reserving” certain commodities exclusively 
for the informal sector. An extension of this approach would be to 
strengthen the capacity of the informal sector to tap demand from 
non-household sources as well. Besides promoting linkages with 
formal sector firms that are particularly advantageous to the 
informal sector, it may be possible for example to involve the 
informal sector in other public sector activities, notably in 
construction, supply of furnitures and the like to schools, 
hospitals, etc. * The brief discussion above illustrates the kind of 
interventions that can contribute to an expansion of demand 
opportunities. 

As in the case of demand, it would seem possible to increase 
the opportunities for productivity gains particularly through 
development and diffusion of appropriate technologies and upgrading 
the skills of workers in the informal sector. Several studies show 
that the informal sector activities particularly in manufacturing 
and repair services are quite innovative, substituting cheaper local 
resources. Beorientation of technology institutions specifically to 
assist the irfotmal sector, diffusion of better technologies through 
appropriate mechanisms, promotion of technological linkages between 
the formal and the informal sectors are some possibilities in the 
direction of narrowing the productivity gaps between the two 
sectors. 3 Likewise innovative measures to upgrade the prevailing 
systems of training could contribute to increasing labour 


1 See E. K. Wishvakarma: "Urban income distribution and 

employment generation", in N^ grarlph; , Oct. -Dec. 1978, for some 
evidence on reduction in income inequality and employment 
generation. 


* ILO: Employ ment* incomes an d equality in Kenya , op. cit. 

3 Susumu Batanabe: 2SSM2i2StiSSl li nkages between formal aM 

i nformal gegto rs &£ B anafacfcuring industries (Geneva, ILO, 1978; 

mimeographed iorld Employment Programme research working paper; 
restricted) , and also the papers cited therein. 



productivity as veil. More importantly, they will facilitate the 
participation of the informal sector more widely and effectively in 
the development process. 


The spatial^imglications 

Though the need to develop the informal sector is clear 
whether it should be encouraged in the large cities or not is a moot 
question. Accumulating evidence suggests a strong relationship 
between migration to cities and labour absorption in the informal 
sector. Several studies suggest that migrants not only have a lower 
rate of unemployment because of the informal sector but also have a 
shorter waiting period before finding a job. Also earlier migrants 
seem to play a catalytic role in transmitting signals, directly or 
indirectly to potential migrants outside the city. It is therefore 
argued that any effort to promote income and employment in this 
sector in large cities could aggravate the urban problem by 
attracting more migrants. 


Needless to add the presence of the informal sector in the 
cities is not the only factor attracting migrants; a number of other 
factors noted in Chapter 1 play an important role too.* The concern 
for excessive concentration of population in large cities seems to 
originate partly from the deterioration in urban environment and 
partly from the declining standards and inadequacy of basic urban 
amenities. Some would characterise the latter in terms of an 
adjustment problem; it simply reflects the failure of urban 
authorities to respond effectively and adequately and soon enough to 
cope with the flow of population. In so far as new entrants to the 
city impose a “cost" on those already living there, particularly the 
affluent, others are inclined to rationalise the urbanisation 
process as cne of the most effective means of redistributing income 
and wealth since the bulk of the new entrants are poor and have 
little capacity to pay for the urban services. 2 


One could go a step further and argue that an appropriate 
strategy to develop the informal sector in large cities could, by 
raising the income levels of the poor, increase their ability to pay 
for housing and other urban services and thereby improve the 
situation. 


Another argument against encouraging the growth of large 
cities relates to the question of efficiency and the implied 
diseconomies of scale of large urban agglomerations. 3 Though the 
search for optimum size of cities has continued, the evidence on 


* See also Peter Peek and Guy Standings "Pural-urban migration 
and government policies in low-income countries", in International 
Labour Review , Nov.-Dee. 1979, pp. 763-776. 

2 In fact the cost imposed on others may even be offset by the 
provision of cheaper goods and services in the informal sector. 

3 For a detailed discussion of these and other issues pertaining 
to employment decentralisation discussed below, see P.M. Townroe: 
"Employment decentralisation: policy instruments for large cities in 
less developed countries", in Progress _in _planning (1979) , Vol. 10, 
Part 2, pp. 85-144. Sea also Paul Bairoch: Bmploi et.taille._des 
ville s* op. cit. 



this issue seems to be mixed and inconclusive* It is worth noting, 
however, that the cost of providing infrastructure in large urban 
centres seems to be substantially higher than in smaller towns, * 

The case for restraining the growth of large cities would 
therefore seem to rest largely on eguity grounds besides of course 
the concern for urban environment noted earlier* Excessive growth 
of large urban centres could, by increasing the concentration of 
income and investment opportunities, aggravate regional income 
disparities. 2 Likewise, within the cities, changing ethnic, 
religious ard/or cultural compositions resulting from migration 
could have implications for income distribution and hence social and 
political stability* 

The alternatives for promoting the informal sector in large 
cities include its promotion in smaller towns as well as the 
development of rural non-farm activities* The available evidence 
seems to suggest that the rapid growth of the informal sector in 
cities can oe explained largely in terms of the differential rates 
of growth of income in general between cities, towns and rural 
areas* Kapid growth of income in large cities, by increasing the 
demand for a variety of goods and services, seems to have encouraged 
the growth of the informal sector and perhaps provided an escape 
from involutionary growth. 

Inasmuch as these relationships hold, employment, 
decentralisation through the promotion of the informal sector in 
smaller towns cannot be undertaken independently of the over-all 
development strategy. In other words, informal sector development 
must form an integral component of the national development plan* 
It is in this context that the need to study the informal sector in 
different size groups of urban places deserves attention* Besides 
income growth, the large cities, by providing greater ppportunities 
for mobility between occupations, may reduce the extent of job and 
income uncertainty in the informal sector and thus provide an 
incentive for potential migrants; in contrast, the smaller towns may 
provide incentives in terms of greater physical access to markets. 


Ik£_>i£fian_ilLf£Eai.L_se£tor_an^_laDour_M£ji£t 

One of the crucial questions with regard to the labour market 
efficiency is whether the development of the informal sector along 
the lines suggested above will also contribute to a more efficient 
allocation cf labour resources where efficiency can be measured in 
terms of output or some equivalent measure of social welfare* 


* See for example Townroe: 
op* cit* , Chapter 7* 


“Employment decentralisation 


2 One must however recognise that regional disparities could 
reduce in so far as the migrants in urban areas remit a part of 
their income back to the rural areas where they come from* See Paul 
Collier and Deepak Lai: Poverty a nfl growth in Kenya . World Bank 
Working Paper (Washington, 1930; mimeographed) , suggesting that 
rural-urban migration has bean beneficial to rural areas (p* 57)* 

See also A*S* Cberai and H.K* Manmohan Singhs “Migration, 
remittances and rural development", in 
Mar. -Apr. 1980* 



Labour market, performance impinges on a number of factor s including 
the role of minimum wage legislations and unions on the one hand and 
the structure and efficiency of markets for resources other than 
labour on the other in so far as they are complementary to the use 
of labour* In a static sense malfunctioning of the labour market is 
manifested ir such measures as unemployment and wage differentials 
for comparable units cf labour* In the context of a growing economy 
it could give rise to questions of matching job and skill 
requirements with particular reference to spatial and sectoral 
allocations. 

Given that the informal sector operates under conditions of 
market imperfections/ policies to remedy the situation and promote 
this sector will obviously have a significant influence on the 
labour market leading to higher levels of productivity* wages and 
employment* Labour market segmentation manifested in the 
coexistence of high and low wage sectors through rationing of jobs 
in the former obviously has implications for efficiency; it not only 
encourages choice of inappropriate technologies and induces socially 
unproductive investment in education and mismatches between worker 
skills and job requirements but also contributes to labour shortages 
and surpluses in different markets* 1 Though there are many 
difficulties 2 m using wage differentials between the formal and the 
informal sectors as a means to assess the role of non-market forces 
on the labour/market performance, they nevertheless provide an 
indication of the extent of such wage distortions* 

Evidence emerging from various studies either compare the 
earnings of the informal sector entrepreneur with the wage 
prevailing in the formal sector; or alternatively they shed light on 
the differential between the average wage paid to informal sector 
workers and the legal minimum wage that is generally enforced in the 
formal sector* The main drawback with the former comparison is that 
it refers to earnings of the entrepreneur which includes not only 
the return to his labour but also to his entrepreneurial skills and 
capital owned. In addition to the above, some studies also provide 
evidence on the extent of labour mobility between sectors or 
occupations and the factors that constrain such mobility. 

According to one study on Nairobi, the regular wage workers in the 
informal sector received on the average about Ksh. 370 per month as 
compared to the statutory minimum wage of Ksh* 350 per month* 3 In 
contrast the heads of informal sector enterprises earned about 
Ksh. 320 per week (or Ksh. 1,280 per month).* The averages however 
mask the variations; the proportion of heads receiving an income 


1 A* Berry and R.H* Sabot: Labour market performance in 
d eveloping countr ies : A survey (1977; mimeographed). See also Paul 
Collier and Deepak Lai: Poverty and Growth in Kenya * World Bank 
working paper (Washington, 1980; mimeographed), questioning the 
inefficiency of labour markets in Kenya. 

2 ibid., pp* 25-27* 

3 House: "Nairobi's informal sector **. M , op. cit., p. 21. 

* Derived from the weekly earnings which varied between 
activities substantially: manufacturing, Ksh* 295; trade Ksh. 401; 
services Ksh. 236; and transport Ksh* 174. ibid*, p. 5* 



below the minimum wage was 45 per cent in manufacturing, 23 per cent 
in trade and 53 per cent in services* 1 In the case. of. Dakar, the 
entrepreneurs seem to earn above the wages prevailing in the formal 
sector though there are variations between them* The workers in the 
informal sector# though earn much less than the heads as compared to 
Nairobi# have an average earning comparable to that prevailing in 
the formal sector in typical occupations* 2 Similar findings are 
reported elsewhere in Africa: among entrepreneurs in the ,, modern ,, 
informal sector# 82*5 per cent in Nouakchott (Mauritania) received 
an income at least equal to the "guaranteed inter-occupational 
minimum wage"; corresponding figures for wage earners were 
respectively 68.6 per cent and 73 per cent. 3 In Cali# Colombia# the 
garbage pickers are estimated to earn on the average about 70 pesos 
per day as compared to the legal minimum wage of 62 pesos per day** 
The evidence available from Latin America suggests that in general# 
between 21 and 5C per cent of those engaged in the informal sector 
receive an income below the legal minimum wage.® Several studies 
also show that there is significant mobility from the formal to the 
informal sector; to cite two examples# in Hong Kong# 60 per cent of 
the informal sector entrepreneurs were formerly employed in the 
formal sector; 6 and in Lom6 (Togo)# 64 per cent* 7 

Though the brief review of evidence from selected countries 
presented above suggests that the labour market is functioning 
reasonably well# it would appear that there is considerable scope 
for improvirg the efficiency of labour markets. Besides variations 
in the wages of different categories of workers considerable wage 
differentials seem to exist within the informal sector. 6 Further 
evidence from Latin America for example suggests that such wage 
differentials "are only partially explained by differences in human 


1 House: "Nairobi's informal sector ...”# op. cit. # p. 7. 

2 M.P. van Dijk: "Enguete sur le secteur non-structurds Dakar# 
March-May 1977" (Geneva# ILO# 1977; unpublished manuscript). 

3 Georges Nihan et al.: "The modern informal sector in Lom6", in 
Internationa l La bour Bevjew, Sep* -Oct. 1979# p. 634. 

* Chris Eirkbeck: "Garbage# industry# and the 'vultures' of 
Cali# Colombia"# in Bromley and Gerry (eds.): Casual work and 
p overty in th i rd wor l d citie s* op. cit*# p. 169. 

s Victor E. Tokman: jj£ban„£ 2 ye££y a&d , Laito 

Americas Gu ideline s for actio n , PBEALC occasional paper No. 1 

(Santiago# ILO# 1977)# table 1. 

6 Victor and Fung Shuen sit: "Factories in domestic premises: A 
survey of an informal manufacturing sector in Hong Kong"# in ASEAN 
SgB isar-_es_In fgeial. sector, .Ja karta -December 1978 (Jakarta, 1978) . 

7 Nihan et al.: "The modern informal sector in Dom^"# op. cit.# 
p. 634. 

8 Papola: Tfe. e_isf &r mal_sgstai:_i6.._4n_grfean- economy ...» op. cit. 



capital and that for equal skills, sectoral differentials are around 
50 per cent*"* 

Persistent wage differentials between the formal and the 
informal sectors has been explained both in terms of rational 
behaviour of formal sector firms and in terms of wage legislation 
and the power of unions* 2 Likewise persistent disequilibrium in the 
form of open unemployment in urban areas in spite of the presence of 
the informal sector, where free entry exists and jobs are available 
albeit at a low wage, has been rationalised in terms of job search 
models* 3 Notwithstanding the above the extent to which social costs 
can be minimised through improvements in the functioning of the 
urban labour markets remains a moot question. Besides other labour 
market policies such as the elimination of wage distortions, 
development of the informal sector and policy instruments to promote 
labour mobility between the two sectors would seem to play an 
important role. Finally, inasmuch as skill acquisition contributes 
to labour mobility, appropriate policies to enhance the access to 
skills and training will result in greater mobility of labour even 
within the informal sector and hence a better allocation of 
resources. 


The urban explosion and the emergence of the informal sector 
in many developing countries have elevated the concern for 
environment m a number of ways. First, it relates to a growing 
imbalance in the distribution of population vis-d-vis land and other 
resources. Second, arising out of the above, is the concern for 
deteriorating urban environment owing to increasing population 
densities within the urban centres. Third, the changes in living 
styles that accompany urbanisation seem to impose significant costs 
both in terms of resource use and in terms of environmental quality* 
Fourth, the prevailing structures and the socio-economic network 
within which the informal sector must operate seem to aggravate the 
distribution of population vis-d-vis land and other resources within 
these urban centres. Fifth, the response on the part of the urban 
authorities to the emerging imbalances seems to be inadequate in 
relation to the magnitude of the problem* 

To what extent can the development of the urban informal 
sector offer a solution to the above? Basically it poses a dilemma* 


* Tokmans "An exploration into the nature of informal-formal 
sector interrelationships", op* cit* , p* 7* In Latin America, the 
average income per person in the formal sector is estimated to be 
3*5 times larger than that in the informal sector in Lima; between 
2*5 and 2.8 times in Colombia, San Salvador and Asuncion; and 2 
times in Santo Domingo. See Tokman : 5rbas_ poverty. and employment in 
Latin American Guidel ines for action , op. cit*. Paper No. 1 

2 Mazumdar: "The urban informal sector", op. cit., and Berry and 
Sabot : Labqus^ma^et^pesfqrm^gjce^in^deyelgpiM . coqnt£igs^,&.su£yey , 
op. cit. 

3 D* flazumdar; "Analysis of the dual labour markets in LDCs", in 
S. Kannappan (ed.): S tudies of urban labour market behavloar in 
d eveloping areas {Geneva, IILS, 1977). 



While it is clear that the informal sector provides an escape for 
the surplus labour force in the countryside from rural poverty and 
underemployment, its development in the urban context could 
aggravate the environmental concerns noted above# Besides rural and 
regional development in a more dispersed manner already mentioned, 
one compromise solution has been to avoid any open subsidies and 
help the urban poor to help themselves e.g. self-help housing 
schemes and the like. The approach to develop the informal sector 
presented earlier, by improving the economic environment and 
conditions under which it now operates, could not only increase the 
purchasing power of its participants through higher incomes but also 
reduce the imbalance in distribution of resources and ensure their 
efficient use. Further, the scope for involving the urban informal 
sector directly in the improvement of the urban environment as for 
example, the kampong improvement programmes in Indonesia, needs to 
be explored. Such efforts could therefore bridge the growing gap 
between private benefits and social costs. At a global level, a 
development strategy focused on basic needs and the urban informal 
sector could alter net only the pattern of consumption but also the 
pattern of production; as noted earlier, it could facilitate the use 
of technologies appropriate to the resource endowments in these 
countries and a greater involvement of the informal sector. 

Development of the urban informal sector can have direct 
conseguences too. It calls for a rethinking on the conventional 
approaches to urban land-use planning. For example it can not only 
lead to separation of commercial and industrial activities from 
residential areas and thus contribute to an improvement in urban 
environment; but it can also facilitate the separation of polluting 
and non-polluting activities. It could pave the way for improving 
the conditions of work in the informal sector. Further, informal 
sector development can arrest the growth of, if not remove, large 
scale industrial activities that contribute to pollution. Finally, 
it could provide greater opportunities to collection and recycling 
of waste materials. These and other possibilities are however 
discussed in greater detail in Chapter 13. 


T he urban inform al^se cto r a nd equity 

The urban informal sector, almost by definition, is playing an 
important rcle in providing income opportunities for the poor. But 
it would be erroneous to conclude that all the urban poor are in the 
informal sector. Similarly, not all those engaged in this sector 
earn an income below the nationally defined poverty line since many 
studies do suggest that a substantial number of its participants, 
notably in manufacturing activities, earn a respectable level of 
income as compared to earnings in the formal sector as already 
noted. It is nevertheless true that a majority of the informal 
sector participants receive low incomes, notably in non- 
manufacturing activities. This is partly due to the fact that they 
require relatively little skills and capital (as compared to 
manufacturing) and hence fewer barriers to entry. Further, as the 
evidence cited earlier shows, a good part of the income variations 
within the informal sector can be explained in terms of disparities 
between entrepreneurs and workers. In other words it is argued that 
there are significant income disparities within the informal 



sector* 1 By promoting mobility between occupations and between 
different activities it would seem possible to reduce such income 
disparities • The evidence on the extent of such mobility and the 
factors that contribute to it are however inconclusive* 

Another aspect of the informal sector problem relates to 
conditions of work* Even though many in the informal sector/ 
particularly the entrepreneurs in manufacturing/ seem to earn an 
income above the legal minimum as noted earlier/ those who do 
receive an income below that level constitute the major part of the 
urban workforce who are denied the legal minimum wage* In other 
words a majority of those working in the urban areas with a wage 
below the legal minimum belong to the informal sector* For example, 
in Latin America, this proportion is placed at 73 per cent in main 
cities of Colombia and Mexico City: 77 per cent in Santo Domingo 
(Dominican Republic) ; 80 per cent in San Salvador (El Salvador) ; and 
83 per cent in Asuncion (Paraguay)* 2 No doubt these figures are 
sensitive to the definition of the informal sector; but they do 
suggest that the conditions of work of the informal sector are far 
from ideal* Further, many studies suggest that the informal sector 
workers generally work longer hours than their formal sector 
counterparts* vj,ow incomes and longer hours of work besides 
uncertainty of employment and earnings in certain activities would 
thus seem to call for policies to ameliorate the conditions of work* 
To the extent such conditions are simply a reflection of the growth 
of labour force on the one hand and the limited and unequal 
distribution of opportunities on the other, it is guile likely that 
the development of the informal sector along the lines discussed 
will contribute to an improvement* 


The challenge posed by the emerging situation in urban areas 
of developing countries, it is evident, calls for a wide range of 
measures not excluding a radical departure from the development 
strategies and policies followed hitherto. However, the elements 
that constitute a new development strategy are not altogether 
obvious notwithstanding the wide array of evidence cited thus far. 
Findings based on a number of studies in Africa, Asia and Latin 
America presented below, though selective, nevertheless throw 
additional light on several of the issues raised in this chapter* 


«• For the limited evidence available on this, see Mazumdar: 
"Analysis of the dual labour markets in LDCs", op* cit* , table 3, p* 
30, where it is shown that 56 per cent of informal sector workers in 
Asucion earned below legal minimum wage compared to 85 per cent 
below twice that level; corresponding figures for Santo Domingo were 
50 and 81 per cent and for San Salvador, 72 and 84 per cent 
respectively* See also the Nairobi study cited earlier* 


2 Tokman: Urban 
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op. cit*, table 2, p* 29. 
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CHAP TERS * THB INFORMAL SECTOR IK FREETOWN: 

OPPORTUNITIES FOR SELF-EMPLOYMENT 

D.A* Fowler 


The study on Freetown informal sector, though aimed at a 
sample of 1,000 enterprises, is actually based on the data collected 
from 967 enterprises belonging to manufacturing, construction, 
trade, transport and services* The simple random sampling procedure 
adopted by the study inevitably led to the selection of a relatively 
larger number of trade enterprises, about 50 per cent of the sample* 
Of the remaining, manufacturing was by far the most important 
activity, with 195 sample enterprises* The detailed distribution of 
the sample by type of activity is presented in table 1. The 
informal sector m Freetown thus seems to be dominated by trade, 
particularly retailing. 


The entrepreneur 

Nearly a quarter of the heads of sample enterprises were 
females; their median age was around 35 years* Close to two-thirds 
of them were in retail trade* Thirty-eight per cent of male 
entrepreneurs were below 30 years of age as compared to only 23 per 
cent for females. Only a small percentage of the informal sector 
entrepreneurs is typically young, seeking their first job. 

Participation of males in different activities, however, 
showed significant variations with the age of the entrepreneur. 
Needless to add, such variations have implications for entry into 
certain activities by different age groups. Males between 10 and 14 
years had access only to retail trade or manual labour as head 
porters. Those between 15 and 19 years were heavily concentrated 
(80 per cent of them) in retail trading on a very minor scale, 
requiring low capital investment. Retail trading also accounted for 
two-thirds of all males in the 20 to 24-year age cohort: the 
remaining tended to participate in activities requiring relatively 
more skills and/or capital. Thirteen per cent were tailors, an 
activity requiting moderate capital investment (i.e* a sewing 
machine), a strategic spot in one of Freetown*s busy streets and 
about two years 1 apprenticeship. Another 9 per cent were in repair 
work relating to retail trade, something which required a period of 
apprenticeship but little financial investment. The rest of this 
age group set up business as restaurateurs and local shoemakers* As 
expected, construction and mechanised transport, with their require- 
ments of heavy capital investment, did not have any owners under 25 
years of age. Yet more diversification is noticed among the 25 to 
29-year male group which, in addition to participation in the 
activities noted above, moved into the motor transport business. 

Looking at the data on age distribution within activities the 
20 to 29-year group provides 57 per cent of all the footwear 
manufacturers, 43 per cent of tailors, 48 per cent of all retail 
trade repairers and 28 per cent of taxicab owners. This last 
phenomenon is explained by the fact that these owners normally start 
off as employees of fleet operators and eventually buy their cars 
second-hand from their former masters. As expected, over 53 per 
cent of those engaged in manual transport as “omolankey" drivers and 
head porters are under 30 years of age. Other activities are 



ristribution .. of .. sample, enterp rise s 
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Activity 


Mat u f a ctur 2 nq 


Food 

Tobacco 

Textiles 

Wearirg apparel (except footwear) 

Leather products ( 11 " ) 

Footwear 

Wood products 

Furnitures 

Printing, etc. 

Pottery, chiaaware, etc. 

Metal products 


C onstru ction 


Trade 

Wholesale 

Retail 

Hawkers and pedlars 
Restaurants/ etc. 
Hotels, etc. 


Transport 

Taxicabs 

Cycle rickshaws 

Freight transport 


Services 

Educaticr 
Health services 
Other social services 
Repair services 


Absolute freg. Relative freq. 

(per cent) 



20.1 

29 

3.C 

7 

0.7 

9 

0.9 

72 

7.4 

7 

0.7 

15 

1.6 

5 

0.5 

32 

3.3 

1 

C.l 

3 

0. 3 

15 

1. 6 


20 



65..C 

1 

0.1 

487 

50.4 

62 

6.4 

77 

8.0 

1 

0.1 



3^1 

18 

1.9 

18 

1.9 

1 

0.1 



8^.9 

1 

0.1 

3 

0. 3 

36 

3.7 

47 

4.9 


Total 


967 


100.0 


from outside Sierra Leone; for example* 76 per cent of migrant 
entrepreneurs who arrived in Freetown during the year preceding the 
survey were non-Sierra Leoneans as compared to 22 per cent among 
those who arrived more than 20 years ago. _ Correspondingly, the 
share of migrants from the northern province has decreased over 
time. Similarly* with respect to the age composition, less than 
half of the native entrepreneurs of Freetown were below 39 years of 
age even though for the sample as a whole over two-thirds of them 
belonged to this category. In other words, a majority of the 
migrant entrepreneurs was young. 

Turning to the question of education, only 8 per cent of the 
male entrepreneurs who never attended school were born in Freetown 
as compared to 48 per cent and 38 per cent respectively for those 
born in the northern province and non-Sierra Leoneans respectively. 
The dominance of younger migrants coupled with their relatively 
lower level of schooling seems to explain the positive relationship 
between age and education noted earlier. 


Migrati on and l ob mobi lity 

One of the important hypotheses in the context of research on 
the informal sector has been whether the sector serves as a stepping 
stone to move up the socio-economic ladder. In particular, does the 
sector absorb unemployed and underemployed? Looking at the migrant 
entrepreneurs, the survey revealed that 45 per cent of them were 
unemployed or not working before migration. This is quite natural 
'sxrice a relatively larger proportion of them are also young as 
already noted. But it is also interesting to note that among 
entrepreneurs, bet ween 20 and 24 years of age, 53 per cent had worked 
“before migration. Similar results emerge for the next age group 
" (25-29 years) as well. Among those with previous work experience, 
less than 1 per cent were in the professional and technical 
category, mainly primary school teachers and musicians. Two per 
cent were in the clerical category; 11 per cent were salesworkers, 
mainly petty traders. Forty-eight per cent were farmers* followed 
by 26 per cent who were production workers. The majority of the 
petty traders w^re once farmers or farmworkers who openly admitted' 
'that the drudgery associated with traditional farming for very low" 
returns was responsible for their migration. Those in services and 
manufacturing migrated, as they put it, to improve their skills and 
to work in a larger and potentially more lucrative market. They 
were prepared for the initial hardships and felt on reflection that 
they are financially better off now than they were before migration. 
/'tThe evidence also suggests that a greater proportion of the younger 
migrants who had work experience was engaged in agriculture.^/ 

when an attempt was made to relate the migrant entrepreneurs* 
current main activity with the past activity before migration, the 
following picture emerged. Fifty-eight per cent of migrants now in 
manufacturing were production workers prior to migration; the great 
majority among the rest were farmers and farmworkers, with a few 
from sales services and manual transport. Within the construction 
sector, 64 per cent had previous experience in construction work but 
the rest were agricultural workers who had acquired their present 
skills in the intervening years through apprenticeship. Within the 
trade sector,, only 14 per cent possessed previous trading 
experience; the majority learnt the appropriate skills in Freetown 
through on-the-job training. Within the transport sector* 60 per 



cent of the migrants had engaged in activities unconnected with 
transport but had developed the requisite skills through a very 
efficient apprenticeship system. Very few migrants had used 
technical and vocational institutes to improve their skills and 
entered the informal sector. Only 3 per cent of migrants with 
previous job experience were self-taught; those with technical 
education formed only 1 per cent. The greatest proportion of 
migrants with previous work experience (56 per cent) underwent a 
period of on-the-job training for their present careers. This is 
surprisingly true of those who make the most common switch from 
agricultural work to petty trading. The remaining 4C per cent 
indicated that they had learnt the necessary skills prior to 
migration even though they ware m different activities. 


The informal sector an d oppor t unities for 

skill acq u isit ion ~~ ’ ~ ’ 

The role of the informal sector in skill generation became 
quite clear when the sample entrepreneurs were asked about the 
sources of learning skills. Out of 967 heads of enterprises, 383 
(mostly in trade) learnt their skills through on-the-job training. 
A majority of the entrepreneurs, 525 to be precise, acquired their 
skills through apprenticeship before establishing their business. 
Only 14 (or 1.4 per cent) of the total went to training institutions 
to learn the skills. The remaining 45 acquired their skills through 
self-education . 

As expected, entrepreneurs in the professional service with 
post-secondary qualifications obtained their training from technical 
lhstitu t e s. These whe completed secondary school also underwent a 
period of apprenticeship for most of their activities: this was true 
in 75 per cent of the cases in tailoring, furniture and metal 
manufacturing, construction, repair services, restaurant management, 
taxicab operation and professional services. Only 10 per cent 
received training in tailoring and construction in a special 
technical college. In some cases, technical and vocational 
institute graduates received on-the-job training after entering the 
business; and in others like printing and glass, construction, 
repair and professional services (e.g. automobile repairing) prior 
to actually embarking on business. It is none the less remarkable 
that over 50 per cent of technical institute graduates did receive 
training on the job as well. The dominant trend seems to be for 
secondary school dropouts to undergo a period of apprenticeship for 
whatever type of activity they entered. Except in petty trading, 
very few relied on self-tuition. 

The situation regarding people who had only completed primary 
school is remarkably straightforward. Irrespective of the type of 
activity, apprenticeships'^ the only 
exception being in retail trading. Primary school leavers were thus 
mrOTarTaMrclothes design and tailoring, leather, wood and 
cork, and furniture manufacturing, construction and repair. Similar 
findings hold with respect to people who did not complete their 
primary schooling or who had only attended Arabic schools. O&s 
implication of this trend is the possibility that such extra-mural 
Efainrng ' could^' If properly organised, prove more than a substitute 
tor incomplete primary education. 



from outside Sierra Leone; for example, 76 per cent of migrant 
entrepreneurs who arrived in Freetown during the year preceding the 
survey were non-Sierra Leoneans as compared to 22 per cent among 
those who arrived more than 20 years ago* ^ Correspondingly, the 
share of migrants from the northern province has decreased over 
time* Similarly, with respect to the age composition, less than 
half of the native entrepreneurs of Freetown were below 39 years of 
age even though for the sample as a whole over two-thirds of them 
belonged to this category. In other words, a majority of the 
migrant entrepreneurs was young. 

Turning to the question of education, only 8 per cent of the 
male entrepreneurs who never attended school were born in Freetown 
as compared to 48 per cent and 38 per cent respectively for those 
born in the northern province and non-Sierra Leoneans respectively. 
The dominance of younger migrants coupled with their relatively 
lower level of schooling seems to explain the positive relationship 
between age and education noted earlier. 


Migrati on and ~) ob mobi l ity 

One of the important hypotheses in the context of research on 
the informal sector has been whether the sector serves as a stepping 
stone to move up the socio-economic ladder. In particular, does the 
sector absorb unemployed and underemployed? Looking at the migrant 
entrepreneurs, the survey revealed that 45 per cent of them were 
unemployed or not working before migration. This is quite natural 
since a relatively larger proportion of them are also young as 
already noted* But it is also interesting to note that among 
entrepreneurs between 20 and 24 years of age, 53 per cent had worked 
“before migration. Similar results emerge for the next age group 
'(25-29 years) as well. Among those with previous work experience, 
less than 1 per cent were in the professional and technical 
category, mainly primary school teachers and musicians* Two per 
cent were in the clerical category; 11 per cent were salesworkers, 
mainly petty traders. Forty-eight per cent were farmers, followed 
by 26 per cent who were production workers. The majority of the 
petty traders were once farmers or farmworkers who openly admitted' 
“that the drudgery associated with traditional farming for very low 
returns was responsible for their migration. Those in services and 
manufacturing migrated, as they put it, to improve their skills and 
to work in a larger and potentially more lucrative market. They 
were prepared for the initial hardships and felt on reflection that 
they are financially better off now than they were before migration. 

evidence also suggests that a greater proportion of the younger 
migrants who had work experience was engaged in agriculture.^, 

When an attempt was made to relate the migrant entrepreneurs* 
current main activity with the past activity before migration, the 
following picture emerged. Fifty-eight per cent of migrants now in 
manufacturing were production workers prior to migration; the great 
majority among the rest were farmers and farmworkers, with a few 
from sales services and manual transport. Within the construction 
sector, 64 per cent had previous experience in construction work but 
the rest were agricultural workers who had acquired their present 
skills in the intervening years through apprenticeship. Within the 
trade sector, only 14 per cent possessed previous trading 
experience; the majority learnt the appropriate skills in Freetown 
through on-the-job training. Within the transport sector, 60 per 



cent of the migrants had engaged in activities unconnected with 
transport but had developed the reguisite skills through a very 
efficient apprenticeship system. Very few migrants had used 
technical and vocational institutes to improve their skills and 
entered the informal sector. Only 3 per cent of migrants with 
previous gob experience were self-taught; those with technical 
education formed only 1 per cent. The greatest proportion of 
migrants with previous work experience (56 per cent) underwent a 
period of on-the-gob training for their present careers. This is 
surprisingly true of those who make the most common switch from 
agricultural work to petty trading. The remaining 4C per cent 
indicated that they had learnt the necessary skills prior to 
migration even though they were in different activities. 


The informal sector an d oppor t unities for 

skill acq u isit i on ~ 

The role of the informal sector in skill generation became 
quite clear when the sample entrepreneurs were asked about the 
sources of learning skills. Dut of 967 heads of enterprises, 383 
(mostly in trade) learnt their skills through on-the-job training. 
A majority of the entrepreneurs, 525 to be precise, acquired their 
skills through apprenticeship before establishing their business. 
Only 14 {or 1.4 per cent) of the total went to training institutions 
to learn the skills. The remaining 45 acquired their skills through 
self-education ♦ 

As expected, entrepreneurs in the professional service with 
post-secondary qualifications obtained their training from technical 
institutes. These who completed secondary school also underwent a 
period of apprenticeship for most of their activities: this was true 
in 75 per cent of the cases in tailoring, furniture and metal 
manufacturing, construction, repair services, restaurant management, 
taxicab operation and professional services. Only 10 per cent 
received training in tailoring and construction in a special 
technical college. In some cases, technical and vocational 
institute graduates received on-the-job training after entering the 
business; and in others like printing and glass, construction, 
repair and professional services (e.g. automobile repairing) prior 
to actually embarking on business. It is none the less remarkable 
that over 50 per cent of technical institute graduates did receive 
training on the job as well. The dominant trend seems to be for 
secondary school dropouts to undergo a period of apprenticeship for 
whatever type of activity they entered. Except in petty trading, 
very few relied on self-tuition. 

The situation regarding people who had only completed primary 
school is remarkably straightforward. Irrespective of the type of 
activity, jtham^uiiderwen-t apprenticeships* , the only 
exception being in retail trading. Primary school leavers were thus* 
^tn^^tr^ariT about w clcthes design and tailoring, leather, wood and 
cork, and furniture manufacturing, construction and repair* Similar 
findings hold with respect to people who did not complete their 
primary schooling or who had only attended Arabic schools. Ojj^g 
implication of this trend is the possibility that such extra-mural 
training go ul d ^ 'I f properly organised, prove more than a substitute 
tor incomplete primary education. 



T he enterpris e 


A majority of the sample enterprises was in fixed locations; 
80 per cent had conducted business in the same area for the previous 
six months or more prior to the date of the interview, A little 
under 5 per cent, mainly hawkers and pedlars, belonged to the 
category of both fixed and variable locations* Though only 79 per 
cent of all enterprises were one-person ventures to start with, 
about 86 per cent of the sample were so at the time of interviewing, 
implying a trend towards sole proprietorship. The few who moved in 
the direction of joint ventures saw it as a means for escaping 
capital constraints, particularly in tailoring, cabinet making and 
certain service activities. 

Over two-thirds of all businesses are less than five years 
old. Indeed over 25 per cent of all enterprises are less than one 
year old. The mean age of business is 2,8 years old* ^This seems to 
suggest an~~ increasing awareness of self-employment opportunities as 
an alternative to wage employmejit^ .-especially among those with 
little or no formal education. Onfj^one guarter of the sample owned 
the premises in which business was conducted. Forty per cent of the 
sample were tenants while 14 per cent enjoyed free use of premises. 
Tenants included those who paid licences for stalls at market 
places. Free use of premises is usually enjoyed by those who 
display their wares in front of their dwelling units. 

Though the informal sector by definition poses no constraints 
to entry in any given activity, a majority of the * sample 
entrepreneurs in Freetown, 75 per cent, had to cope with one or more 
problem (s) ir. starting their business, When asked about the most 
important such constraint, over two-thirds of those responding 
stated that raising initial capital was their most difficult 
problem. Only " 7 per cent referred to lack of premises as the most 
difficult obstacle and these were usually relatively large-scale 
enterprises wishing to establish business in a strategic location. 
Significantly, one quarter of all enterprises reported that they had 
no major problems. 

In order to overcome their initial problems, 36 per cent of 
all enterprises obtained loans to meet their * initial capital 
requirements, A little over one quarter used their savings in this 
direction. Only 16 per cent of the sample were assisted with gifts 
from friends or relatives to set up their business. Where official 
approval was required for the start of enterprises, proprietors 
reported that it was usually granted with the minimum of delay. 
Indeed only 14 per cent required official approval* Only 3 per cent 
had to train skilled men for starting their business. * 

Two- thirds of the enterprises worked between eight and 12 
hours daily. Twenty-seven par cent worked for over 12 hours a day. 
Those who worked less than five hours a day were exclusively women 
in the small-scale food manufacturing who had domestic 
responsibilities in addition to their business. Taxicab drivers and 
tailors usually worked in a shift sytem and were thus able to carry 
on business for over 16 hours a day; although they would not 
normally admit it, they are never short of apprentices to assist 


* 

1 1 The figures quoted will not add up to 100 per cent since they 

do not refer to mutually exclusive categories* 



them. These findings, as elsewhere, suggest that there is very 
little underemployment {in terms of hours worked), if any, in the 
Informal sector • 


Employment _i£. the informal sector 

Seventy-four per cent of all enterprises had no employees of 
any sort. The informal sector in Freetown is thus mainly a source 
of self-employment rather than paid employment* The sample of 
entrepreneurs argued that the business climate was uncertain and 
rendered employment cf workers a risky proposition* Underlying this 
was also some fear of unionisation of workers seeking terms and 
conditions which they as employers would not be able to meet. 
Turning to the distribution of enterprises by number of workers per 
enterprise, out of 251 enterprises employing workers, 100 (or about 
40 per cent) employed only one parson; and 62 (or about 25 per cent) 
employed two persons* Only about a third of them employed over two 
workers. The total number of workers employed by 251 enterprises 
was 835* Thus, including the entrepreneur himself, the sample 
enterprises provided employment for 1,802 persons, 54 per cent in 
the form of self-employment and 46 in the form of paid or unpaid 
employees. The average size of the enterprise in terms of number of 
persons thus works out to 1*86* 

About 84 per cent of the workers were males; very few females 
were engaged as paid or unpaid employees. Only 57 per cent of those 
employed were paid regular wages; about half of those not receiving 
regular wages were in the tailoring, furniture-making and retail 
trade activity, either as apprentices or as unpaid family workers* 
Both in paid and unpaid employment males formed an overwhelming 
majority: 87 per cent and 83 per cent respectively* 

How many of the employees are employed on a full-time and 
part-time basis? Among those reporting, 87 per cent were employed 
on a full-time basis, while the remaining worked on a part-time 
basis. Host of the few who are employed on a part-time basis do not 
receive any regular wages and are mainly employed in retail trade 
and restaurant activities, and to a lesser extent in tailoring. The 
data also show that about 63 per cent of regular wage employment is 
in the trade sector while manufacturing accounts for only 16 per 
cent* In contrast, 46 par cent of those not having a regular wage 
employment are in manufacturing activity while the trade sector 
accounts for only 28 per cent; in other words, manufacturing 
enterprises take on relatively more non-wage employees, presumably 
as apprentices* 

Wage and non-wage employment is more important in certain 
activities than in others* For example, 84 per cent of trade 
enterprises did not have even one employee in contrast to 54 per 
cent in manufacturing and transport and 30 per cent in construction. 
Thus, the enterprises engaged in non-trade activities tend to be 
larger in terms of the number of workers* 

Turning to the age structure of the workforce, the study 
showed that abcut 85 per cent of the employees were 30 years or 
above; in other words, the workers were not young starting their 
working career - contrary to the general expectation. The median 
a ge of worker s s eems to be around 37 years * In terms of education, 
l3tPp«^°cent of tKe workers hHLdf^prlmary- level education or less; in 



fact, nearly 6C per cent had never attended school. Less than 4 per 
cent of the workers had completed secondary schooling, These 
findings raise a question about the workers* mobility; does it mean 
that the workers are satisfied with their status or that they are 
unable to become self-employed in their own right? In the absence 
of data on the number of years with the present enterprise, it is 
difficult to answer the abova satisfactorily# 

As in the case of the entrepreneurs, 80 per cent of the 
workers were born outside Freetown; but only half of them had 
migrated during the preceding five years. In other words, even 
though many workers had migrated more than five years earlier they 
seem to have remained as workers. Since a relatively greater 
proportion of recent (under five years) migrants is to be found in 
manufacturing, skill acquisition seems to be an important motive in 
migration . - ' ' 

A partial answer to the question raised earlier about the 
workers" mobility emerged when tne entrepreneurs were asked about 
th£ present career of former employees. Sixty-two per cent of the 
latter were self-employed in the same line of business and 8 per 
cent in another line of business; only 8 per cent were paid 
employees in a similar activity and 3 per cent in another kind of 
activity. These findings suggest that there is some mobility from 
worker status to self-employed. The survey data however showed that 
nearly a fifth of the former employees were reportedly unemployed, 
due to frictional or other factors, 

*. - 

; It was noted earlier that 57 per cent of the employees were on 
regular wage employment. The sample enterprises paid a total of 
4,834 Leones towards the wage bill for paid workers which implies an 
average wage per person of about 11 Leones (or approximately 11 OS 
dollars) per month. The average wage however showed considerable 
variations between different activities; it was as little as 5.5 
Leones in trade as compared to 13 Leonei in manufacturing, and 27 
Leones in construction. After making allowance for some part-time 
wage employment in the sample, the average wage of full-time workers 
in the informal sector of Freetown seems to have been somewhat 
higher than 11 Leones per month; but it is still lower than the 
legal minimum wage. 

v Turning to workers without regular wages, half of them get 
regular meals, shelter and training in skills relevant to their job. 
This applies mainly to workers in manufacturing, transport and some 
service activities*/ This pattern applies without exception to 
foreign workers who usually arrive under the sponsorship of their 
bosses. Foulahs going into tailoring and transport, and Susu 
immigrants going into the vehicle repair business arrive from the 
Bepublic of Guinea to undargo training with relatives already 
established in business. In addition to professional training, they 
assist with domestic chores thus reducing any expenditure that would 
have occurred in that direction. ^Those who receive only food and 
shelter accounted for 26 per-cent and were usually in the trade 
sector where there was little tabe taught; 11 per cent received 
food and trail: in g but no shelter; and 13 per cent mainly indigenous 
workers received training only. The practice of providing training 
(without wages) is quite common in the fields of radio, television 
and motor vehicle repairs in the service sector, the justification 
being that similar training in formal establishments was more 
expensive and that the masters in the informal sector were training 
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Excludes buildings and working capital. 


T abl e 3: Grc ss value of output^ ger t w orke r by ma in activity 
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potential competitors. Total expenditure on non-wage workers was 
3*431 Leones for the sample as a whole which implies an average 
compensation per worker of a little under 10 Leones per month. 


capital 


Eighty per cent of the sample owned capital equipment as 
defined for the purpose of this survey (i.e. machines, tools, 
furniture and fixtures, vehicles) , 20 per cent did not own any* For 
most of the owners such equipment was cheap and locally made by 
other small enterprises* of those owning any equipment, 50 per cent 
had equipment costing only up to 25 Leones, and 14 per cent had 
equipment valued at between 26 and 50 Leones* These two groups were 
mainly traders. Another 12 per cent owned equipment valued between 
51 and 100 Leones, mainly non-mechanised transport operators and 
some service workers. Twenty-one per cent possessed equipment 
costing between 101 and 503 Leones* The remaining 3 per cent owned 
a capital equipment worth over 500 Leones; and they were mostly in 
the mechanised transport, metal manufacturing and service sectors* 


Vlt is generally acknowledged that the informal sector 
enterprises use yery little capital per worker relative to the 
formal sector./' Table 2 shows not only the distribution of capital 
(other than building) among enterprises in various activities but 
also the capital per worker separately for each activity* On the 
average, the informal sector in Freetown uses only 36 Leones per 
worker; but the capital labour ratio shows considerable variations 
between activities, as expected* The most ^capital- in tensive among 
the activities _ is of course m a n'Q^actuxing,* within manufacturing, 
manufacture of wearing apparel (tailoring) and manufacture of 
printing, glass and metal (which consists mainly of metal-working 
enterprises) need relatively more capital per worker - viz* 76 and 
79 Leones respectively. The least capital intensive is of course 
the retail trading activities,; if, however, capital is defined to 
include the value of buildings and working capital as well, the 
picture might change somewhat. In terms of the net worth, over half 
of all enterprises had an estimated value of 100 Leones or less. A 
further 23 per cent estimated their business as worth between 100 
and 250 Leones* Fourteen per cent were valued at between 250 and 
500 Leones. Eight per cent were worth between 500 and 1,000 Leones 
and the rest were ranged from over 1,000 to 6,500 Leones in value. 


Sales and output 

Forty per cent of all enterprises had sales less than 50 
Leones per month. About one- quarter had sales worth between 51 and 
100 Leones. Another one-fifth had sales between 101 and 200 Leones. 
Twelve per cent had a monthly sales of between 201 and 500 Leones, 
mostly in the furniture manufacturing category. Four per cent sold 
goods and services worth over 500 Leones. The last category 
typifies the volume of business conducted in the transport and 
construction sectors. The first two categories with a monthly sales 
of under 100 Leones were largely concentrated in the trade sector 
where they were in competition with many similar enterprises for a 
limited number of clients. Sechanised transport is proving to be a 
very lucrative undertaking; it has, over the last decade, attracted 
a growing number of entrepreneurs. The average value of sales per 
enterprise works out to 134 Leones per month. 



Prior to the execution of the survey# it was believed that 
failure to recover debts led to the forced liquidations of 
enterprises giving credit* It was also hypothesised that offering 
credit facilities to clients was a means of expanding clientele for 
businesses* The results of the survey raised some doubts in this 
regard since they showed that over 60 per cent of enterprises gave 
no credit# that one- third gave under 50 Leones worth of credit 
monthly# that only 3 per cant gave between 51 and 100 Leones worth 
of credit* On further investigation# certain distinct features 
emerged* Businesses with large capital gave credit to only those 
whom they considered easily accountable# especially those with 
steady incomes* Another feature was that credit was given by 
businesses to those clients who had no choice of getting necessary 
items from elsewhere* The use or threatened use of socio-ritual 
sanctions has also reduced the incidence of bad debtor problems. 

The sample enterprises had a gross value of output of 138,402 
Leones per month or about 143 Leones per month per enterprise* The 
average gross value of output per person was 77 Leones per month (or 
900 Leones per year) though it showed significant variations between 
activities* Gross value added# obtained as a residual from the 
gross value of output after deducting the expenses on goods and 
services used in the business works out to 97#085 Leones per month 
for the sample as a whole# or 100 Leones per enterprise per month* 
Gross value added per worker is estimated at 54 Leones per month. 

A word of caution however is in order in interpreting these figures; 
since the rental expenses on premises were included under expenses 
on goods and services only for enterprise renting such premises, the 
estimate of gross value added is distorted. Nevertheless, these 
figures do suggest the following: first# the_ •■informal." sector in. 
Freetown seems to contribute substantially t6"1le TNP, assuming tl&t, 
'40 "W SC i 0 OO wb rk e r s in the city are in the informal sector; second, 
isiiice the cajdtal employed is small relative to value addeefr#‘ w ~ the 
xelative share ciT wages in value added - seems to be quite high* 


Net revenue to the e n trepren eur 

It was noted earlier that the sample enterprises paid out 
4# 834 Leones per month as wages to hired workers; and in addition 
they also paid a sum of 3# 431 Leones per month for non-wage workers. 
One can therefore estimate the net return to the entrepreneur by 
deducting these expenses from the gross value added* The net return 
to all sample entrepreneurs thus works out to 88,820 Leones per 
month or 92 Leones per entrepreneur per month on the average* 
Needless to add# this figure represents not only the return to his 
labour but also the return to his capital invested in the business* 
/Even so# it would appear that the informal sector entrepreneurs in 
^Freetown earn a respectable amount compared to workers with a 
similar background in the formal sector. v ^Fhe net return to 
entrepreneurs however shows considerable variations between 
activities as can be seen from table 4; it varies from as little as 
47 Leones per month for those in repair services to as high as 247 
Leones per month for those in construction. 



Table 4 ; Net revenue to the entrep re neur bv 
main activity (Leones per month ) 


Activity 

Net revenue 

Total for the 
sample 

Per 

entrepreneur 

Manuf acturina 

18 333 

94 

Food, tobacco, etc. 

4 471 

124 

Textile 

1 198 

133 

Wearing apparel 

5 607 

78 

Leather, footwear 

1 000 

45 

Wood, cork and furniture 

4 445 

120 

Printing, glass and metal 

1 612 

85 

Construction 

4-249 


Trade 

52 796 

M 

Retail trade 

39 614 

72 

Restaurants 

13 182 

169 

Transport 

4 957 

134 

Sar vises 

7 785 

89 

Repair services 

2 231 

47 

Other 

5 554 

139 

All 

88 820 

21 


One of the several themes pertaining to the informal sector is 
its link with the formal sector. The Freetown study showed that the 
informal sector enterprises, many of them being in trade, bought 
their goods mainly from retailers; 38 per cent from foreign 
retailers, 6 per cent from large local retailers, 24 per cent from 
small traders within the informal sector as compared to 8 per cent 
from wholesalers; and most of the remaining depended on a 
combination of the above. 

Turning to specific activities, food and tobacco 
manufacturing, manual transport, eating houses bought most of the 
goods and services relating to their business from small indigenous 
traders; over 50 per cent of the respondents indicated this as the 
case. At the other extreme, entrepreneurs in textile manufacture, 
tailoring and dressmaking, footwear manufacturing bought materials 
for their work mainly from big foreign retailers. Fifty per cent of 
retail traders, one-third of those engaged in repair services and 50 
per cent of the service enterprises bought mainly from big foreign 



business enterprises. In terms of a duality of formal and non- 
formal enterprises, only enterprises in food and leather 
manufacturing and non-mechanised transport escape the grip of the 
formal sector# The rest of the industrial activities are by their 
nature closely tied to the formal sector in a distinctly subordinate 
one-sided relationship. 

With regard to the sources of finance for investment, three- 
quarters of ail enterprises reinvest their savings derived from 
profits back into their business. Mutual credit associations 
provide loans for 9 per cent of the enterprises while only 2 per 
cent obtained credit from banks and other financial institutions. 
About 13 per cent relied on friends and relatives for their credit 
needs. These findings confirm the difficulty of obtaining loans for 
investment noted earlier. 

About half of these enterprises contemplate expansions on a 
major scale but cannot obtain the necessary loan facilities. Most 
entrepreneurs at this level of business activity see banks and other 
financial institutions as impersonal and hostile structures. They 
feel a sense of helplessness and inadequacy vis-a-vis the 
articulateness and self-assurance of the administrators in these 
institutions. Informal and closer discussions with respondents in 
this sample revealed the following assessment of their opinion of 
credit facilities as provided by the financial institutions. 
Firstly, banks exist for foreign big business and powerful 
indigenous figures. With their insistence on the production of a 
surety from people who cannot readily produce it they operate a 
vicious circle to the advantage of Lebanese and Indians and to the 
disadvantage of the small businessman. Secondly, entrepreneurs see 
a perpetuation of this impasse because they, unlike the Asian 
businessman, lack the necessary financial support of relatives or 
friends to be able to obtain loans. Through informal contacts 
already established between the foreign business community and 
financial institutions, the former enjoy a veritable monopoly in 
terms of loan facilities. The current Credit Guarantee Scheme 
launched by the Government through the Central Bank has so far done 
little by way cf supporting small businesses. The definition of 
small business under the scheme is one whose capital is not in 
excess of 150,000 Leones. This should qualify all the sample 
enterprises as eligible for loans,; but only 2 per cent have enjoyed 
such facilities. Most benef iciaries of the schemes are foreign 
businessmen, because a prerequisite is that candidates be nominated 
by their commercial banks, who in turn only nominate their current 
account holders, thus automatically excluding all those who earn 
under 2,000 Leones per annum and therefore many small businesses in 
the process. Entrepreneurs born in Freetown seemed to have greater 
access to bank loans than othars. Fifty-five per cent of those 
receiving bank loans were born in Freetown whereas no non-Sierra 
Leoneans reported receiving loans from the bank. Northern province 
was next to Freetown with 20 par cent share of bank loans. Though 
70 per cent of those obtaining loans from the banks had above 
primary level of schooling, it is difficult to conclude that higher 
education leads to greater access to bank loans since only 17 per 
cent of entrepreneurs belonged to this educational category. 

Finally, with regard to links with training institutions, it 
was already noted that a vast majority of the informal sector 
entrepreneurs acquired their skills through on-the-job training or 
through apprenticeship. Very few, if at all, relied on formal 
training institutions such as vocational training centres for 
learning the skills. 



Forward linkages 


It may be recalled that about two-thirds of the sample enter- 
prises were engaged in trade and restaurant activities* About two- 
thirds of all traders dealt in goods consumed daily; and most petty 
traders and hawkers could be found in this category* About 12 per 
cent sold household durables, which required a larger capital base 
and a fixed location, The study sought an explanation for this 
phenomenon and it was then discovered that trading in everyday 
consumer goods required very little capital whereas business in the 
other commercial subsectors required relatively more capital 
investment* Trading in daily consumer goods would seem to 
facilitate entry into activities requiring heavy capital investment* 
Consequently, this subsector also attracted most of the new entrants 
into the informal sector* 

In terms of forward linkages, two factors of significance 
appear from the data* The first is that most businesses sold almost 
exclusively to individuals and households {81 per cent of all}* 
Secondly, at the other end of the scale, only 1*1 per cent sold 
their goods and services to big business, i*e* government agencies, 
big foreign and Sierra Leonean wholesalers and retailers combined* 
The rest sold their goods and services to small enterprises and 
several of the above* It is also interesting to note that a much 
larger proportion of the younger entrepreneurs (below 34 years of 
age) sold their, goods and services to individuals and households 
suggesting that most of them are engaged in consumer goods related 
activities. \yfn relation to the size of the enterprise (i.e* number 
of workers per enterprise) , there is a clear trend suggesting that 
larger ones have greater forward linkages* ./Eighty per cent of the 
one-man enterprises sold their goods and Services to individuals and 
households as compared to 80, 69 and 60 per cent respectively for 
enterprises having 2, 3 to 5 and over 6 persons* 

These findings raise the question of whether the linkages 
between the small and big business sectors are not unduly one-sided* 
There are certain services provided by the informal sector which in 
terms of quality are favourably comparable to those provided by the 
formal sector and are cheaper* Since some of these services are 
also required by the formal sector, it would seem possible to 
promote demand for such services* Besides inherent weaknesses of 
the informal sector enterprises, the protective measures (e*g* 
Retail Trades Act) designed to help small businesses in this regard 
also seem to have worked against their interest. 


gogegti^ion 

Eighty-four per cent of the enterpreneurs responding said that 
there were too many enterprises similar to their own in Freetown; 
only 4 per cent felt that there were too few* Those complaining the 
presence of too many such enterprises were of course greater in 
tailoring {94 per cent), furniture manufacturing (87 per cent), 
printing and glass manufacturing (100 per cent) , retail trade {87 
per cent) , restaurant (89 per cent) and taxicab operating (90 per 
cent) activities* These findings could also be interpreted as a 
constraint on the market demand for, when asked about competition 
from larger firms, only about 6 per cent of all enterprises felt 
that the presence of larger firms in the formal sector had a 
positive and beneficial influence on them* This constrasted with 94 



per cent who felt that the presence of larger firms was detrimental 
to their survival let alone prosperity* Larger firms, the 
respondents felt, had an almost exclusive monopoly over access to 
loans and to debt relief* 


Constraints on expansion 

Just under one third of all enterprises reported increases in 
the volume of business conducted, 30 per cent reported no change 
whilst about 34 per cent reported a decrease in the volume of 
business. Even allowing for errors in subjective assessment, it is 
remarkable that about two- thirds of all enterprises were not by 
their own standards thriving. y'This has implications for labour 
absorption ir. the informal sector* Entrepreneurs are operating in 
what they consider to be atH uncertain business climate and 
accordingly consider it unprofitable to commit themselves to employ- 
ing more personnel even if for low wages. A majority of those 
reporting increase in the volume of business seems to have 
undertaken some kind of an innovation or diversification in their 
enterprises leading to an increase in the number , of clients. 
Significantly, one-fifth of all respondents were satisfied with the 
present situation and saw no need to improve their business* The 
rest attributed stagnation and decline in volume of business to 
causes originating from lack of capital or ideas and, in a few 
cases, to inadequate incentives and domination by big enterprises. 

The activities where more than a third of the enterprises 
reported an increase in the volume of business were: food processing 
(35 per cent), wood and cork manufacturing (80 per cent), 
construction (41 per cent) , hawkers and pedlars in retail trade (43 
per cent) , repair services (47 per cent) and taxicab operation (56 
per cent). It is also interesting to note that the proportion 
reporting an increase in volume of business decreases with age of 
the entrepreneur; and the proportion of those complaining a decrease 
tends to rise with the age. 

When asked about the most difficult obstacle for expansion, 52 
per cent reported lack of loan and credit facilities, while 28 per 
cent {particularly in retail trade) regarded the lack of sufficient 
numbers of clients as their most difficult obstacle. Surprisingly 
few (8 per cent) complained of heavy taxes with another 10 per cent 
stressing the dominant position of large foreign enterprises as an 
obstacle. The iT6n- re payment of debts did not feature as a major 
obstacle to expansion as was hypothesised since less than 2 per cent 
regarded it as such* About 4 per cent of the sample enterprises did 
not wish to expand; they refused to, or were unable to, imagine the 
problems of managing an enterprise larger than the present one* 

\ * 

The emphasis on various obstacles to expansion showed 
variations between activities* Between 60 and 83 per cent of 
respondents in the following activities reported the lack of loan 
facilities as their greatest problems food, textile, leather, wood 
and cork, and furniture manufacturing and construction. Of those in 
tailoring, repair services and retail trade about 50 per cent 
regarded lack of loans as a major problem. For manual transport 
operators and glass manufacturers lack of clients was a more 
pressing problem, as was the case with footwear manufacturers, 
especially since they competed directly with the plastic and rubber 
footwear* manufacturers. The taxicab operators had two different 
problems! heavy taxation and unfair domination of the larger 
enterprises, especially in relation to the price of car accessories. 



What: about the constraints on mobility between different 
activities? The data on age composition of the enterprises by 
activity suggest that whereas 82 per cent of the enterprises under 
one year old were in trade (including repair) activities* only 53 
per cent of the enterprises above 20 years of age belonged to this 
category. Similarly* only 13 per cent of the enterprises under one 
year of age were m manufacturing as compared to 38 per cent in the 
classification "above 20 years". These figures seem to imply that 
^the entry point for a large majority of informal sector 
"entrepreneurs is the trade and repair activities and that many of 
them manage to penetrate into other sectors over time* Xt is not 
•clear* however# whether this belated entry into other sectors is due 
to barriers of entry (notably lack of capital and skills) initially* 
This line of argument# however# assumes that the older enterprises 
followed the same pattern of entry as the recent ones. 

The question of mobility between activities* in so far as it 
hinges on the time factor# would also seem to have implications for 
employment in the informal sector. The survey data show that older 
jnore workers* For example# 85 per ~ cent of the 
’enterprises which came into existence during the year preceding the 
survey did not employ any workers as compared to 62 per cent of the 
firms which had been in existence for between five and ten years; in 
other words# a larger proportion of the older enterprises created 
additional employment. The evidence also suggests that a greater 
percentage of the older firms is also larger in terms of number of 
workers; as compared to only 1.6 per cent of recent firms there were 
7*5 per cent of older firms (i* e. between ten and 20 years) which 
employed over six workers. 

Another related question is the entrepreneurs* preference for 
wage employment as opposed to self-employment. It is sometimes 
argued that the informal sector is a transitory phenomenon in so far 
as the entrepreneurs are really interested in a formal sector job. 
The survey data from Freetown seem to negate this view; when 
respondents were asked to name the type of work they would ideally 
prefer to do# only one quarter opted to seek wage employment. About 
54 per cent elected to continue exclusively in their present 
activity# showing a considerable amount of commitment to the 
sector* s activity. In addition# 7 per cent# although wishing to 
operate a business other than their present one# would nevertheless 
remain in self-employment. Entrepreneurs within the 15-19 age 
cohorts showed the greatest desire for wage employment only (54 per 
cent) . The desire fo r, Jfage,-., employment decreased uniformly as 
parti qip"an?ts in age. Indeed# only 21* per cent of the 35-39 

"age coferfc would ideally prefer wage employment only. In contrast# 
the older age group showed greater commitment to staying in their 
present occupation than the younger ones. Only 30 per cent within 
the 15-19 age group would prefer to stay in their present occupation 
whereas over two— thirds of the 35-39 age set opted for this. 
However# it is significant that the 20-24 and 25-29 age cohorts 
showed a stronger commitment to stay in the informal sector than was 
anticipated; 60 per cent would remain in self-employment at all 
costs. 


It was hypothesised that the higher the level of education the 
greater would be the tendency to seek wage employment. However# 78 
per cent of these who had completed secondary education chose to 
stay in self-employment against only 22 per cent who desired wage 
employment. The same pattern was observed among owners who had 



post~secondary education or technical qualifications; they chose to 
continue in self-employment in preference to wage employment at a 
ratio of 2:1* rropouts from vocational schools and primary schools 
preferred wage employment because it offered a better financial 
reward than their present vocation/ even allowing for the fact that 
they were only hoping to get semi-skilled or unskilled jobs* 

In relation to migration, 39 and 32 per cent of the 
entrepreneurs from eastern and northern provinces respectively 
preferred wage employment as compared to 17 per cent for Freetown- 
born entrepreneurs* In fact about 60 per cent of the migrants 
prefered to continue in the informal sector* Women entrepreneurs 
showed a stronger preference to continue in the informal sector 
(about 80 per cent) . As expected/ the proportion willing to 
continue in this sector increases with the age of the enterprise. 

Finally/ in response to a hypothetical question on the kinds 
of government assistance most needed/ 64 per cent reguested 
provision of loan facilities for their business* Nineteen per cent 
felt that the Government/ being the largest contractor in many 
spheres, could give some contracts to them* Only 7 per cent would 
have the Government abolish taxes altogether; and 8 per cent 
suggested stricter control over larger enterprise domination* 
Provision of skills and abolition of licences were major issues for 
less than 1 per cent of the study sample* 


Conclusion 

The Freetown study shows that migration is closely linked to 
the informal sector* A substantial part of the migrants originate 
from outside the country/ notably from Guinea* The migrants are 
younger and have little education/ skills and capital* They 
nevertheless seem to gain entry into the informal sector by 
acquiring the necessary skills on the job or through apprenticeship 
within the informal sector. Many of them manage to acquire the 
necessary capital through own savings and establish their own 
business as their duration of stay in Freetown increases. A good 
number of them seem to enter the tertiary sector owing to its low 
capital and skill requirements. The evidence seems to suggest that 
there is some upward mobility in the sense that a greater proportion 
of the older enterprises is to be found in manufacturing and related 
activities requiring relatively more capital and skills* Though a 
substantial number of the migrants were unemployed before, many were 
previously employed notably in agriculture* Thus the informal 
sector seems to play a vital role in bringing about the change from 
agricultural to non-agricultural occupations* Few women seem to 
participate in the informal sector either as "heads” or as 
” workers”* Most of the enterprises are single person units, 
concentrated in the tertiary activities. Capital per worker is low; 
yet the average income of the entrepreneurs is significantly higher 
than the legal minimum wage or the wage for comparable labour in the 
formal sector* But the few wage workers, mainly in manufacturing 
and related activities seem to earn below the legal minimum wage 
even though the enterprises work long hours* 

Though there is a significant dependence on non-indigenous 
enterprises for inputs and much of the informal sector is starved of 
capital from the banking system, the major problem confronting these 
enterprises seems to be one of competition within the informal 



sector# particularly in trade. This is partly due to the fact that 
the number of enterprises# mainly in trade# has been growing at an 
incredibly high rate of about 35 per cent per year. One of the key 
questions therefore seems to be: how can the emerging enterprises 
be assisted to move into more lucrative and productive activities 
and over a shorter period of time? 



CMPTSF 5# HUM A N RES OUR CES . 

INFORMAL SE CTOR 

0. J • Fapohunda 1 


As in the case of Freetown, the Lag.os study focused also on a 
wide range of activities including a few enterprises in primary 
industries relating to agriculture and mining and utilities; but the 
sample size was more than twice as large (about 2,000 enterprises). 
A distinguishing feature of the study was that the sample included 
a greater proportion of manufacturing and service activities; 40 per 
cent of the enterprises from manufacturing and 15 per cent from 
services in contrast to 31 per cent from trade including restaurants 
(table 1) . The Lagos study is particularly interesting in view of 
its emphasis on human resources utilisation and development. 


T able 1: Distri b ution of enterprises 
by m ai n activity group s 


Type of industry or economic 
activity group 

No. of 

reporting 

enterprises 

Percentage 
distribution 
of enterprises 

Primary industries 

18 

0.9 

Food and beverages and tobacco 

17 

0.8 

Textiles and leather 

549 

26.5 

Wood and furniture 

108 

5.2 

Paper and paper products 

Fabricated metal and machine 

58 

2.8 

eguipment 

51 

2.5 

Others manufacturing 

48 

2.3 

Utilities 

44 

2.1 

Construction 

22 

1.1 

Wholesale trade 

116 

5.6 

Retail trade 

526 

25.4 

Transport and storage 

Communication and social and 

74 

3.6 

personal services 

320 

15.4 

Inadeguately defined activities 

123 

5.9 

Total 

2 074 

100.0 


Tfre e 


The population of Lagos more than doubled in the ten years 
between 1953 and 1963, from 267,000 to 665,000. The population of 
Greater Lagos ^qcyea se d by more than twice between 1963 and 1976, 


1 Human resources Unit (University of Lagos) • The study was 
carried out in close collaboration with the Federal Office of 
Statistics in Nigeria. 




from 1*14 million to 3.55 million. Needless to add, migration 
played a prominent role in this process* Only 5 per cent of the 
sample entrepreneurs belonged to Lagos States as much as 87 per cent 
came. from. other States of Nigeria and the remaining 8 per cent from 
outside Nigeria. Though migrants came from various parts of 
Nigeria, 57 fez cent came from nearby States like Ogun, Oyo and 
Ondo, within about 35C kilometres from Lagos. Further, 85 per cent 
of the migrant entrepreneurs came from rural areas* 

Though about 70 per cent of the female labour force in Lagos 
in 1963 was in petty trading and other related occupations, owing to 
the sampling. procedures adopted and the representation of several 
activities in the sample, only 15 per cent of the heads were 
females* 

In terms of education, 11 per cent of the entrepreneurs had no 
education at all, while 13 per cent had some informal education* 
Thus, about three-quarters had at least some formal education. Of 
these, 75 per cent had six years or less schooling* In other words, 
about a quarter of those with formal schooling had education beyond 
the primary level* For entrepreneurs with a formal education, the 
mean level of schooling is 5.89 years. In this context it is worth 
noting that Lagos has enjoyed free primary education since 1955 even 
though the Universal Free Primary Education Scheme came into 
operation on a countrywide basis from 1976 only. 

A vast majority of those with informal education (about 86 per 
cent) had, however, job-oriented training. Over half of them relied 
on relatives, friends or neighbours; most of the remaining acquired 
their skills through on-the-job training in small enterprises or the 
apprenticeship system. For the entrepreneurs in the sample as a 
whole, half of them acquired such job-oriented skills from 
neighbours, friends and relatives (30 per cent) and employers (25 
per cent) • 

The study sought to ascertain whether the informal sector 
entrepreneurs were better off as compared to their parents by 
collecting information on the parents 1 occupation. As it turned 
out, nearly two-thirds of the fathers of the sample entrepreneurs 
were engaged as agricultural and related workers; only 11 per cent 
of them belonged to 11 production and related workers” and 12 per cent 
to "sales workers". In contrast, under 1 per cent of the sample 
entrepreneurs belonged to the "agricultural and related workers" 
category. It is also interesting to note that a vast majority of 
the parents engaged in agriculture (87 per cent) owned the land they 
farmed. These changes would seem to imply a significant shift in 
job preferences and/or opportunities, from agriculture-oriented 
rural jobs to non-agriculture-oriented urban informal sector jobs* 

How did such a transformation take place? It was already 
noted that the vast majority of the entrepreneurs migrated to Lagos. 
Thirty per cent of the entrepreneurs came to Lagos during the five 
years preceding the date of interview; and 25 per cent had. been in 
Lagos between five and ten years. Thus, about half of the sample 
entrepreneurs had been in Lagos longer than ten years. The mean 
duration of residence in Lagos seems to be 9.4 years. And yet these 
entrepreneurs seem to maintain significant ties with their 
respective places of origin* Over a quarter of them visited their 
native place once a year and about 40 per cent several times a year; 
only about 15 per cent never returned to their native place. The 



evidence suggests that not only a significant part of the informal 
sector earnings in Lagos goes to other regions but also such close 
ties seem to contribute to further flow of migrants to Lagos, 
through personal contacts of those visiting. 

Over 7C fer cent of the entrepreneurs did not have a paid 
employment before coming to Lagos; in fact most of them were 
unemployed, as compared to 45 per cent in the case of Freetown. 
Those who did work before worked in a wide range of occupations. 
Thus, a good many of the entrepreneurs seem to have migrated not 
only to improve their income and employment opportunities but also 
to improve their skills. Half of those unemployed before were now 
engaged in manufacturing and related activities as production 
workers; only 27 per cent as sales workers in trade activity. These 
figures suggest that the Lagos informal sector provides significant 
opportunities for rural unemployed not only in the trade sector 
requiring little skills but also in the manufacturing sector 
requiring considerable skills. In other words, the Lagos informal 
sector provides both opportunities for skill acquisition and self- 
employment. 


Labour market 

Very few of the entrepreneurs (20 per cent) knew about the 
employment offices and tried to seek a job through them; 57 per cent 
never used them and the remaining did not even know about them. 
With regard to current employment situations in general, only about 
11 per cent cf the sample entrepreneurs felt that they could get 
another job if they quit the present one. As a matter of fact, 78 
per cent of the entrepreneurs felt satisfied with their present 
jobs; of the remaining, half wanted to change their jobs but in a 
similar line of activity. 

The study sought to assess whether provision of new skills 
could contribute tc better occupational mobility and hence greater 
income prospects. Though 10 per cent of the entrepreneurs would 
welcome such opportunities provided there is no loss of income, the 
majority (about 80 per cent) was not keen in changing their job. As 
a matter of fact, very few wanted wage employment. 


Saeninas 

Turning to the earnings of entrepreneurs, a total of 1,744 
heads of enterprises reported a mean income per month of #99, 
substantially above the legal minimum wage of #60 per month. Owing 
to considerable variations between enterprises, the average quoted 
above is deceptive; the median income, however, turns out to be only 
#50 per month suggesting that well over half of the entrepreneurs in 
the Lagos informal sector received an income below the legal 
minimum. Even though many were satisfied with their current 
occupation, in terms of real earnings the entrepreneurs do not seem 
to have improved their positions. Nearly half of the entrepreneurs 
responding felt that new entrants in a business similar to their own 
would be earning as much as they do; in fact, over a quarter stated 
that new entrants in their field would be earning more than 
themselves. 



Wage employment and s kill develop ment 

The sample of 2,074 enterprises also generated additional 
employment and provided training opportunities to several workers* 
Excluding a few cases of non-response, a total of 1,977 enterprises 
provided employment to a total of 4,1-61 full-time workers (including 
the heads) • Thus, the informal sector employed on the average a 
little over two persons (2.10) per enterprise. The size of 
enterprise, however, showed considerable variations. Half of the 
sample enterprises had only one person - that is the entrepreneur 
himself; and 26 per cent of the enterprises had two workers each* 
Only a quarter of the sample had three or more persons. Though 
full-time regular workers was the dominant category, some 3*5 per 
cent of the sample also employed part-time male workers and 0.7 per 
cent part-time female workers. In addition, a few resorted to 
hiring casual workers as well. Nearly 90 per cent of the employment 
in responding enterprises was males. 

The average level of schooling of workers appeared to be 
somewhat lower than that of the entrepreneurs. Though the highest 
level of education attained by workers varied between the 
enterprises, the median was around six years of schooling* Little 
over 10 per cent of the full-time workers had more than primary- 
level education. 

Lack of relevant skills and experience does not seem to affect 
employment opportunities in the informal sector* Of those 
enterprises hiring workers, close to 90 per cent indicated that they 
hire people even if they do not possess the necessary skills and 
experience; presumably they are trained on the job, as apprentices. 
Of 1,206 enterprises that employ apprentices, three-quarters of them 
did not pay any wages; 15 per cent of such enterprises paid reduced 
wages to the apprentices; the remaining 10 per cent paid full wages 
to the apprentices. 

Since most of the apprentices do not receive any wage, there 
seems to be considerable labour turnover* Fifty-six per cent of the 
apprentices left the enterprise that taught the skills, on 
completion of the training. In addition, a few (8 per cent) left 
before completion of training, presumably for more remunerative 
jobs. Further, many of the former apprentices seem to be 
establishing enterprises of their own. Of the remaining who stay 
with the enterprises, about half of them leave in three or four 
years following the training period. The informal sector in Lagos 
thus serves as a training ground for many ill-educated young workers 
who wish to become self-employed. 

Despite some 6 to 7 per cent unemployment in Lagos, the 
informal sector enterprises seem to be confronted with shortages in 
certain types of labour. A third of the enterprises experienced 
difficulty in recruiting both skilled and unskilled workers and 
another 13 per cent found it difficult to hire unskilled workers 
only* Apparently much of this shortage can be explained in terms of 
poor working conditions including low wages. 


Wage and wording conditioas 

Over 60 per cent of establishments employing workers reported 
that at least some of their workers do not receive any wages. 



presumably because they are apprentices* Among those who do pay 
wages , 29 per cent paid in cash only, 30 per cent in both cash and 
kind, and 41 per cent in kind only* Payment in kind, mainly in the 
form of food and shelter, generally apply to apprentices* In terms 
of the frequency of wage payment, about a third of the enterprises 
paid on a daily basis, a quarter paid on a monthly basis, and most 
of the remaining paid on an irregular basis* With regard to wage 
increments, only a sixth of the enterprises gave an automatic annual 
increment* 

What about the wages paid in the informal sector? Based on 
the response from 619 enterprises, the average minimum monthly wage 
for males is about 835 and the maximum 1? 52; corresponding figures 
for females based on the response from 133 enterprises are 826 and 
84o respectively. These figures are significantly lower than the 
legal minimum wage of 860 per month* And yet less than a quarter of 
the enterprises reported losing workers during the preceding year; 
the majority, 73 per cent, did not lose any workers at all, 
Fihally, in terms of hours of work, 92 per cent of the enterprises 
operated for longer than 9 hours per day. 


T he i nformal sec t oy ent r epreneur 
and his house hold ~ 

Having discussed the role of the informal sector in providing 
employment and training opportunities for the head of the 
enterprises and the employees, it will be useful to see its 
implications for the entrepreneurs* household members* A 
substantial number of the entrepreneurs, 869 out of 2,074, or 42 per 
cent, did not have any dependants or did not live with their 
families in Lagos. For the remaining 1,205 entrepreneurs, the 
average number of dependants worxs out to 6*52* persons, 81 per cent 
of them under the age of 14. given this high dependency ratio, it 
is clear that most of the entrepreneurs, notwithstanding the 
reasonable level of income earned in the informal sector, must be 
living in conditions of poverty* Some of these entrepreneurs 
however do have a secondary income earner in their respective 
households; about 659 entrepreneurs (out of 1,205) reported so* A 
majority of them (463) are regular full-time workers while the 
remaining are either part-time or casual workers. 

What is the source of income for these secondary earners? 
Interestingly enough, 99 out of 659 entrepreneurs said that the 
secondary earners are employed in the formal sector (government or 
large commercial enterprises). A majority of the secondary earners, 
352 out of 659, were self-employed in the informal sector; and 87 
were wage employees in the informal sector* The remaining 120 
entrepreneurs were unable to clearly identify the source of 
employment for their secondary earners. When asked about their 
contribution to household income it was discovered that only about 
a half of the secondary earners were actually making such a 
contribution, implying that the remaining, even though working, were 
presumably learning skills or engaged as unpaid family workers. The 
mean contribution to household income worked out to be 838 per 
month, the corresponding median being 825 per month* These 
contributions, though significant, are considerably lower than the 
entrepreneurs* own. 


What is more disturbing is that 364 entrepreneurs (out of 
1,205 with dependants) reported household members who are unemployed 



and looking for a job. Though the mean duration of unemployment was 
around six months* nearly 30 per cent of the unemployed had been 
looking for a job for over one year* Given the close link to the 
informal sector through the entrepeneur and the ease of entry* one 
would have expected the unemployed* most of them new entrants to the 
labour force* to be absorbed in the informal sector itself* But it 
is difficult to resolve this issue without further evidence on their 
educational characteristics and motivations* 


The enterpris e 

The evidence presented above suggests the need to ameliorate 
the employment and income situation of the informal sector 
participants. Obviously* it cannot be done without further analysis 
of the data pertaining to the activities themselves* An attempt 
therefore is made below to throw light on the conditions under which 
employment and income are generated in the informal sector* 

About 93 per cent of these enterprises are owned on an 
individual basis* the remaining being mostly partnerships. 
Similarly* 92 per cent were in fixed locations; of these nearly two- 
thirds are in permanent structures* and the remaining in temporary 
structures. Further* 61 per cent of them were located as part of a 
residential unit* while 39 per cent were in non-residential units. 
Fifty-six per cent of them were m residential locations* while 40 
per cent were in areas consisting of mainly commercial buildings* 
In fact* 24 per cent of the heads of enterprises lived in the 
premises* 31 per cent lived in the same neighbourhood* and 16 per 
cent lived within one kilometer from their business premises* 
Onlike in some other countries* about 81 per cent of the premises 
are rented and only 8 per cent are fully or partially owned by the 
entrepreneurs; most of the remaining are neither owned nor rented. 
Though a majority* about 71 per cent* have remained in the same 
location since the establishment of business* it is interesting to 
note that about 30 per cant have changed locations* given that the 
average age of enterprises is only 5.4 years. 

In terms of access to utilities like water and electricity* 
only a quarter of the enterprises had both and another 50 per cent 
had electricity only; most of tha remaining had neither. Lack of 
adequate water supply would thus seem to be a major bottleneck* 
Licence requirement does not pose a threat to the informal sector in 
Lagos; about three-quarters of the enterprises said that they did 
not require a licence for operation. 


A large majority* 1*634 out of 2*074 enterprises* possessed at 
least some capital equipment. Over 90 per cent of them acguired it 
new* while most of the rest bought them second-hand; a few even 
constructed their own equipment. The median value of such equipment 
per enterprise was close to N250 even though the mean value was 
around H450; in other words a large majority of the enterprises 
(about 70 per cent) possessed less than the mean value* Given the 
median size of enterprise of one person {i.e. the entrepreneur 
himself)* the capital equipment per person works out to 



approximately #250 (or about US$40C) . 1 The median value of capital 
equipment was of course higher in activities like paper and related 
products/ fabricated metals and equipment and transport. 
Conversely/ it was lower in primary industry/ trade and food and 
beverages (table 2). Though the majority of the enterprises owned 
their capital equipment/ soma 125 enterprises resorted to renting 
them. About 60 per cent of them paid a rent of #5 or less per week. 
In a few cases even the workers brought their own tools# 

The modest value of capital equipment owned and the general 
prevalence of renting business premises by the informal sector 
enterprises are perhaps a reflection of their limited access to 
capital# About 80 per cent of the enterprises financed the purchase 
of their capital equipments from their own savings. Given the near- 
poverty level of living of most of the informal sector 
entrepreneurs/ it is indeed surprising that they were able to spare 
the necessary amount out of their income for such investment, 
however modest the amount may be. Another 17 per cent borrowed 
money from friends and relatives; the formal financial institutions 
like banks thus played a negligible role in promoting the informal 
sector# 


In fact/ 86 per cent of the enterprises found it difficult to 
raise the capital needed to start their business as compared to 7 
per cent who had difficulty in finding suitable premises# Lack of 
technical know-how and presence of government regulations did not 
pose much problem except for a very small (2 #3 per cent) number of 
enterprises# 

Lack of access to formal channels of credit would also seem to 
affect the operational efficiency of informal sector enterprises 
because a good number of them are also confronted with cash-flow 
problems# Only 63 per cent of the enterprises receive cash payments 
for sales immediately upon delivery and 3 per cent receive payments 
prior to delivery, A total of 320 enterprises sold goods on credit. 
But most of these enterprises had to pay cash for the inputs bought. 
Most of the working capital requirements were met through personal 
savings of the entrepreneurs; 91 per cent of the enterprises relied 
on own savings for working capital needs as compared to 78 per cent 
for lump-sum investment requirements# Though 82 per cent never made 
an attempt to seek bank credit, a large majority (88 per cent) of 
the remaining who did seek failed to get credit# A third of all 
enterprises did not believe that they could get credit from the 
formal sector because of the stringent lending requirements; and a 
quarter felt they could not get credit because of the complicated 
lending procedures. Interestingly, one-fifth of the enterprises 
attributed the lack of access to credit to non-recognition of the 
enterprises by the Government# 


Turning to raw materials and services, 13 per cent of the 
enterprises, presumably in service activity, did not buy any raw 
materials at all. Of the remaining, about 80 per cent bought their 
raw material requirements mainly from other small enterprises. 


1 In terms of simple averages, #450 of capital for 2.10 persons 
or #215 per person. 
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though, few also depended on households. Most of the rest obtained 
their raw materials either from large enterprises or from the 
Government. However# there seems to be a small element of market 
imperfection in so far as 15 per cent of the enterprises depended on 
a single enterprise for their raw materials* Nearly 80 per cent of 
the firms buying raw materials spent less than N7 5 per week on the 
mean and median values respectively were around N125 and N25 per 
week. 


As regards the purchase of services# about half of the 
enterprises did not require them; most of the remaining bought them 
from small enterprises and households* Thus# the Lagos informal 
sector seems to have stronger backward linkages within the informal 
sector itslef* In terms of expenditure, close to three-quarters 
buying services spent N10 or less per week; the mean and median 
values of expenditures on services were N20 and under N10 per week 
respectively. 


Keyease 

When asked about their sales revenues# only 71 per cent were 
able to respond; it is not clear whether the remaining were unable 
to recall their sales or were deliberately avoiding the question* 
Eighty-three per cent of those who did respond had a sales revenue 
of N75 or less per week, the mean and median values being about N101 
and N25 per week respectively* 


Value added 

Varying degrees of response with regard to revenue and 
expenses on inputs make it difficult to arrive at a figure of value 
added* However# one can derive some rough order of magnitude of the 
value added per enterprise on the basis of the data on 
entrepreneurs* income (which includes returns to his own labour and 
capital owned) and the wage bill. It was stated earlier that the 
average value of the master's income was around N100 per month. 
Since the average number of workers (excluding the head) per 
enterprise was 1.10 and the average wage per worker was around N40 
per month# the total value of income generated would seem to be 
around N144 per month per enterprise (about Nl#700 per year) ; value 
added per worker is thus estimated at N69 per month* Needless to 
add, the above estimate excludes rent paid on business premises and 
capital equipment if any* It is therefore likely that the value 
added figure of HI, 700 per year per enterprise is an underestimate. 
Further# considering the variations in income and employment between 
enterprises# it is reasonable tc expect that a majority of the 
enterprises has a value-added figure below Nl#700 per year* 


S2£W3£d_linkaqes 

Turning to other aspects of the enterprise# to whom do they 
sell what they produce? As in many other countries# 87 per cent of 
the enterprises sell mainly to households and 9 per cent mainly to 
other informal sector enterprises* Thus# forward linkage with the 
formal sector seems to be negligible. Since a majority of the 
enterprises is located in residential areas, it is quite logical to 
expect that about 55 per cent of the enterprises rely on customers 



within 20 minutes walking distance from the enterprise* Xu other 
words, a substantial part of the informal sector activity is 
location specific, which in turn has significant policy implications 
for relocation of these enterprises* 


Constrajnts_on_growth and ex p^ns^gn 

Since a large majority of the enterprises have rented 
premises, very few had any incentive to effect improvement in them. 
Only 15 per cent of^ the enterprises had undertaken any major 
improvement in the premises though over half had undertaken minor 
improvements* When asked about their desire to expand and improve 
their method of production, about 95 per cent expressed an interest 
in doing sc* About 80 per cent of the enterprises cited lack of 
access to credit as the mam obstacle to expansion; this percentage 
was however higher for certain activities like wood and furniture 
manufacturing, textile and leather manufacturing, fabricated metal, 
machinery and equipment manufacturing and paper and paper products 
manufacturing* In an attempt to improve their business prospects, 
some 18 per cent cf the enterprises even tried to diversify their 
products* Also about 21 per cent of the enterprises seem to have 
effected substantial improvements in their method of production* 

To what extent is the Lagos informal sector threatened by 
competition? The evidence suggests that about half the enterprises 
felt there were too many enterprises similar to their own while the 
rest were apparently rot so much worried about this problem* About 
40 per cent of the enterprises felt that competition from large 
enterprises led to a reduction in their sales while for the rest it 
was not a problem* 

Presence of competition could be interpreted as a limitation 
on the market for informal sector goods and services and hence the 
demand potential. To clarify this, the study also asked questions 
about the changes in demand* Three-quarters of the enterprises 
reported an increase in demand for their products since their 
establishment, though only 11 per cent reported a substantial 
increase* Only a small fraction, about 4 per cent, complained of a 
decrease in demand. Activities like food, beverages and tobacco 
manufacturing, textile and leather manufacturing, fabricated metal 
products and equipment, other manufacturing and wholesale trade had 
a greater percentage of firms reporting a substantial increase in 
demand. Likewise, 80 per cent of all the enterprises increased the 
quantity of goods and services sold and only 4 per cent complained 
of a decrease* It would therefore seem that the Lagos informal 
sector is doing reasonably well; policies designed to improve their 
market share by improving their competitive edge over the formal 
sector could further accelerate this process* 

In spite of the increase in demand and production in a 
majority of the enterprises, only 21 per cent of the sample firms 
reported increasing the number of workers. A majority maintained 
their level of employment. It is not clear how far lack of capital 
(fixed and working) played a role in explaining the apparently 
inelastic demand for labour with respect to output. Poor employment 
response could also be due to lags in adjustment* In any case this 
is a matter that requires further investigation. 


Another dimension of the growth problem pertains to the growth 
of the number of enterprises. Obviously it is difficult to assess 



the rate of growth through a one-shot survey like the present one* 
Nevertheless, one can draw some conclusions based on the age 
structure of the sample enterprises. About 18 per cent of the 
enterprises were under one year cld, 19 per cent between one and 2 
years, 30 per cent between 2 and 5 years old, 16 per cent between 5 
and 10 years old, and the remaining 17 per cent over 10 years old. 
'These figures could be interpreted as suggesting a crude .birth rate 
of 21 per cent per year of informal sector enterprises at least 
during 1975-76, as compared to about 35 per cent for Freetown 
(Sierra Leone) . It is also interesting to note that a greater 
proportion of the enterprises in food, beverages and tobacco 
manufacturing and trade Is of more recent origin (over 75 per cent 
below 5 years old) . 

Even though there is a fairly well organised apprentice system 
in the informal sector, 62 per cent of the entrepreneurs expressed 
a need for one type of skill or another. About half of the 
entrepreneurs felt that the Government could help the enterprises in 
upgrading the skills. Twenty-four per cent said that the Government 
could organise short-term courses for workers while another 16 per 
cent wanted regular schools, operated during convenient hours of the 
day; and some 16 per cent wanted on-the-job training* It is also 
interesting to note that 20 per cent of the enterprises were even 
willing to share the cost of training, if small; and a few were even 
willing to let their workers participate in training during working 
hours, in spite of the fact that many entrepreneurs expected their 
workers to leave after training. 

It is sometimes argued that the Government has an unfavourable 
influence on the informal sector, through negative policies 
restricting their growth* In tne case of Lagos, it was noted 
earlier that most of the enterprises operate without any licence 
from the Government* Further, only one-seventh of the enterprises 
were subjected to any kind of inspection or regulations, and only a 
guarter of them paid any taxes to the Governments Among the few who 
had any link with the Government, a little over half felt that the 
Government played a helpful role* Of the several kinds of 
government assistance, only three received support from a majority 
of the enterprises: credit facilities, market facilities and 
policies designed to increase the demand for informal sector goods 
and services from the formal sector and the Government, in that 
order of importance. 

Besides favourable credit policies, provision of 
infrastructure including premises and utilities in suitable market 
locations emerges as a key area for assistance. It is particularly 
attractive because most of these entrepreneurs are already operating 
in rented residential locations. Thus, public investment in such 
facilities can be a self-paying and viable proposition, which 
incidentally could also make a valuable contribution to better urban 
environment. In fact, two-thirds of the enterprises were even ready 
to move out of Lagos if appropriate incentives were provided. Even 
the rest who were, unwilling to move out, were favourably disposed 
to the idea of alternative locations in Lagos* In response to a 
hypothetical question of how they would use a windfall assistance of 
#500, a large majority replied in favour of improving the premises 
and/or equipment in business. 



c onclusion 

The findings based on the Lagos study are in many respects 
similar to those of Freetown. Migration plays an important role in 
informal sector employment; unlike in Freetown only a small 
proportion of the migrants originate from outside the country. The 
study also confirms the role played by the informal sector in 
generating skills and in facilitating a smooth transition from 
agricultural to non— agricultural occupations. Irrespective of the 
level of education* training on the job and apprenticeship in the 
informal sector seem vital to employment generation. A majority of 
the entrepreneurs in this sector seem to have been unemployed before 
migration to Lagos. 

Though some 6C per cent of the enterprises had apprentices* 
few of them were paid. Consequently* a majority of the apprentices 
tend to guit their masters once the skills are acquired and 
establish their own enterprises rather than seek wage employment. 
This is not surprising because studies elsewhere in Nigeria show a 
substantial rate of return to investment in skills. For example* it 
is estimated that the private rate of return to investment in skills 
related to furniture craft in Western Nigeria is around 30 per cent; 
for autorepair* 12 per cent. 1 Further* the Lagos study shows that 
wage workers earn less compared to the heads of enterprises. 

With regard to the functioning of the labour market* 80 per 
cent of the entrepreneurs seem to be satisfied with their current 
job and were not interested in changing their job. This is partly 
explained by their current level of income (including return to 
capital owned) - 60 per cent higher than the revised legal minimum 
wage of N60 (or about US$100) per month. It is true* however* that 
there are substantial variations between entrepreneurs* notably 
between activities and different size groups. Most of the 
entrepreneurs were not even aware of employment offices* perhaps due 
to their preference for self-employment. For wage workers* on the 
other hand* the conditions of work seem to be far from satisfactory 
as in the case of Freetown. Wages were significantly lower than the 
legal minimum wage; hours of work were longer; and yet only a 
quarter of the enterprises reported losing workers. In other words* 
conditions of work are closely related to job mobility and 
opportunities for employment. Finally* women participation* both as 
entrepreneurs and as workers* seemed to be quite small. 

Though some 40 per cent of the entrepreneurs did not have any 
dependants* the average size of the household for the remaining was 
over six persons. About half of these households seem to have 
additional earners though their contribution to household income was 
estimated to be only 38 per cent of the masters 1 . Notwithstanding 
the respectable level of income of the entrepreneurs* many of them 
thus seem to fall below the poverty line. 

And yet the Lagos study shows that the average amount of 
capital per enterprise* mostly acquired through own savings* was 


* Adewale F. Mabawohku; "An economic evaluation of apprentice- 
ship training in Western Nigerian small-scale industries*** in 

Economics* Michigan State University (East Lansing* 1979) * table 

4.6. 



around #450 (or #215 per worker) • No doubt there are substantial 
variations; the median value per enterprise was only #250. Even 
though these figures are only a fraction of the capital labour ratio 
prevailing in the formal sector, it is remarkable that the informal 
sector generates respectable levels of income to the entrepreneurs* 
It is even more interesting to note that three- quarters of the 
enterprises witnessed an increase in demand for their output* It is 
this feature that probably explains the significant growth in number 
of enterprises - 18 per cent of them came into existence during the 
year preceding the survey. One explanation for this growth could be 
that the GDP in the industrial sector {mainly the formal sector for 
which statistics are collected) in Nigeria grew at 12.6 per cent per 
year during 1970-76* * In other words, the growth of the formal 
sector seems to have a significant impact on the growth of the 
informal sector. Since much of the Lagos informal sector output was 
sold to households, the link between the two sectors seems to be 
indirect, via consumer income and expenditures. 

Finally, what about the informal sector*s contributions to 
GNP? If one takes a rough estimate of the Lagos city population at 
2*0 millions* and applies an activity rate of 45 per cent3 then the 
working population in 1978 works out to about 900,000 persons. 
Since half of this figure is estimated to belong to the informal 
sector (Appendix table 4), an average value-added figure of #840 per 
worker per year* would imply a total value added by the informal 
sector in Lagos of about #380 million (or about US$650 million), 
which is indeed not an insignificant amount. Considering the fact 
that the informal sector generates substantial investment in human 
capital, the above estimate is clearly biased downwards. It is 
therefore heartening to note that the Third National Development 
Plan of Nigeria has accorded an important place for the informal 
sector in employment promotion* 


i World Banks World Development Beport, 1978 (Washington, 1978) , 
p* 78. 

* O.J. Fapohunda et al.; Lag o s; , Urban development and employment 
(Geneva, ILO, 1978), p. 12* 

3 ibid*, p* 38. Figure based on 1963 census for Lagos Federal 
Territory* 

* Based on the figure of #69 per month per worker reported in 

the text* 



£IL££SLJ>sl THE^INFOMAL SECTOR IN A SHALL CITY: 

SSi^ikSgjOF KAN O (NIGERIA) 

A .L. fiabogunje and H.O. Filani 


Kano is the third largest city in Nigeria with an estimated 
population of about 420,003 in 1972* Though it is a medium-sized 
city far away from Lagos, the city has grown at a rapid rate of 6,2 
per cent per year in terms of population since 1952* Only 8 per 
cent of the population is over 44 years of age, and consequently 
more than half of the population is actively participating in the 
labour force. The main reason underlying this feature is of course 
migration, as will be sho*n later. The city* s population is 
dominated by two ethnic groups, Hausa and Fulani, which account for 
about 80 per cent. Kano city had two-thirds of the total urban 
population in Kano province ia 1967. 

Rough estimates for 1972 placed the share of migrants in total 
population of the city at 25 to 30 per cent, Kano, being a primate 
city surrounded by a heavily populated rural zone, seems to be the 
major pole of attraction for rural population inadequately served 
with relevant infrastructure facilities. The importance of Kano as 
a major commercial centre in the region would also seem to have 
played a role m attracting migrants. For example, urban Kano is 
estimated to account for 9 5 per cent of both industrial output and 
employment in the province in 1964/65. Over two-thirds of the 
formal sector industrial establishments with more than ten workers 
in former Northern Nigeria were in textile, furniture and 
sawmilling, printing and stationery, oil milling and chemicals, and 
vehicle repairs during the mid-1960s. It is also true that poor 
working conditions and low earnings in agriculture have induced a 
few to migrate to Kano city. 

One of the interesting features of this study, unlike that of 
Freetown and Lagos, is that it attempted a complete listing of all 
informal sector enterprises employing ten or less persons in Kano 
city before drawing a sample. A total of 6,665 enterprises was thus 
enumerated ir. 52 types of activities. As expected, about 4,000 of 
them were in trade activity. The sample of 505 enterprises used for 
an in— depth inquiry, however, focused more on the non-trade 
activities. Thus, only 14 per cent of the sample belonged to trade 
as compared to over 70 per cent in manufacturing and repair 
services. ever 80 per cent of the sample enterprises were 
concentrated in three of the eight wards in Kano city, the largest 
concentration being inside the old city, which incidentally had two- 
thirds of the Kano metropolitan population in 1962. 


Ihe_inforMl_ sectgX-£ artigi 2aat5 

The sample of 505 enterprises provided employment and income 
opportunities to a total of 933 persons, including entrepreneurs, 
workers and apprentices. Of this total 63 per cent were heads, 21 
per cent were journeymen and the rest apprentices. Nearly three 
quarters of all participants were in the age bracket of 15 to 44 
years, the average age being only 26.5 years, much lover when 
compared to Freetown. Further, more than 15 per cent were below the 
age of 14 years. young people nelow 14 were particularly important 
in trade, and other services like painting, mechanics, welding# 



electrical repair/ panel beating/ etc. where they are engaged as 
apprentices. Agricultural services including livestock keeping and 
fishing were the only activities which had nearly 40 per cent of the 
participants above the age of 45. 

Another feature of the participants is that 89 per cent were 
males. The low participation of women in the informal sector is 
attributed to the dominance of the moslem religion in this part of 
Nigeria. In certain activities like sewing, milling and 
hairdressing, women account for more than 60 per cent of the 
participants. Turning to education, 46 per cent of the participants 
had only Arabic training, unlike in Lagos. And 12 per cent had no 
education at all. Of the remaining, almost three- guar ter s had 
primary-level or more schooling/ most of whom are also young (below 
35 years) • 

About 57 per cent of the Kano informal sector participants 
were married/ the average number of dependants being 4.7 per married 
participant, which is significantly lower than the corresponding 
figure of 6.6 for Lagos. 

Lastly, the Kane study suggests, as did the study on Lagos, 
that 59 per cent of the participants found the present job through 
their own efforts, after a brief period of search. Most of the 
remaining were introduced into their current occupation by friends 
and relatives: virtually none depended on the employment offices. 


l£l£_o£Jl±2£atio£ 

Compared to Lagos and Freetown, a smaller proportion of Kano 
informal sector participants, only about 35 per cent, were born 
outside Kano city. This is of course consistent with the figure of 
25 to 30 per cent migrants in city population mentioned earlier. 
Nearly 90 per cent of the migrants came from other States of 
Nigeria. Further, about 60 per cent of the latter came from 
southern States, mere than 1,030 kilometres away. The average age 
of migrants was slightly lower (24.8 years) than the over-all 
average of 26.5 years for all participants noted above. Also, 85 
per cent of them were males. But the migrants in general had more 
education; unlike in Freetown, 59 per cent of them had primary 
level or more schooling. There also seems to be a significant 
relationship between the origin of the migrants on the one hand and 
their location in the city on tae other. This should be expected 
given the importance of interpersonal contacts in inducing 
migration. 

One of the striking features of migration in Kano is that even 
though only about a third of the participants were born outside, 
most of them arrived in recent years. Two-thirds of the migrants 
came to Kano during the five years preceding the survey (i. e. 1972 
to 1976) as compared to under 30 per cent in Freetown and 30 per 
cent in Lagos during the same period. In fact, 34 per cent had 
migrated during the two years preceding the date of interview; 33 
per cent between two and five years; 21 per cent between five and 
ten years; and the rest had been in Kano for over ten years. 

Two major reasons might have accounted for the large 
percentage of recent migrants in Kano. First, it is possible that 
certain generation of migrants (especially of northern origin) who 



have lived in the city for very long periods - more thar. 50 years or 
so * now regard themselves as Kano indigenes since most of them were 
horn here and have had subsequent generations after them* The other 
reason might be the effect of the civil war. Many migrants left the 
city during the war. Some of those who have returned since the 
cessation of hostilities might refer to the duration of their second 
trip rather than their pre-war residency in answering questions on 
their length of stay* Also there must have been some new arrivals 
since the war ended. 

What is even more remarkable is that over two-thirds of the 
migrants - as compared to 60 per cent for the natives - owned their 
enterprises even though a majority of them had arrived in Kano 
recently* Nineteen per cent of the migrants were apprentices in 
contrast to 16 per cent of the natives. Consequently, the 
proportion of wage workers among migrants was relatively smaller. 
Another interesting finding was that, unlike in Freetown, the 
migrnats seem to have penetrated in all activities, not just the 
trade and services. These findings imply that the migrants, though 
young, had managed to overcome the barriers in terms of skills and 
capital in a relatively short period of time. 

Looking at their work status before migration, the study 
showed that 59 per cent of them had worked before, half of them as 
farmers or traders. The remaining 41 per cent were unemployed. 
Since their arrival in Kano, 75 per cent of the migrants had not 
changed their jobs. Some 60 per cent of the migrants were satisfied 
with their current job; but 55 per cent of all were willing to 
change their occupation provided skills are taught and incomes 
increased. In terms of links with their place of origin, over 60 
per cent of the migrants visit tneir home only once a year and 14 
per cent never visit; the rest visit several times a year. 


Table 1 below shows the distribution of participants in the 
informal sector by level of income per month# 


by^ lev elofincome ^ 


All participants Migrants 

■N per month 

per person 

Males Females Total 


0 32 (-) 40 <-) 36 (-) 30 (-) 

1-60 26 (38) 36 (60) 27 (42) 37 (53) 

60-100 42 (62) 24 (40) 17 (27) 17 (24) 

1004- 2C (31) 16 (23) 

All 100 (100) 100 (100) 100 (100) 100 (100) 


Notes: Figures in parentheses exclude participants with zero incomes 



First, 36 per cent of all participants did not receive any 
income at all presumably because they were either apprentices or 
unpaid family workers* Second, of those who did receive income, a 
majority (58 per cent) earned above #60 per month or the legal 
minimum wage# Third, even though few women (11 per cent) 
participated in Kano informal sector, a majority (60 per cent) of 
those receiving incomes fell below the legal minimum wage* Thus, 
there seems to be unequal earning opportunities between men and 
women; perhaps this can be explained in terms of the activities in 
which women tend to participate. Fourth, since the data refer to 
both owners and other categories of workers, it is quite likely that 
much of the income variations can be explained in terms of the 
participants* work status* Finally, 70 per cent of the migrants did 
receive income,; but only 47 per cent of them had an income above # 
60 per month as compared to 58 per cent among all participants* 

These findings seem to suggest that among the income 
receivers, the median level of income for females was under #50 per 
month; for migrants about #63 per month; and for all participants, 
well above #60 per month. Thus, even though the migrants received 
a lower level cf income as compared to the natives of Kano, it is 
remarkable that about half of them receiving incomes manage to get 
the equivalent of the legal minimum wage. Clearly, the informal 
sector participants in Kano are significantly better off than those 
in Lagos. These figures also compare favourably with the average 
earnings of workers in th9 Kano formal sectors #800 per year in 
government and H520 per year in large-scale industries in 1972, 
before the legal minimum wage of #60 per month was introduced* It 
is not therefore surprising that many migrants come from places as 
far away as 1,000 kilometres; nearly three quarters of them 
reported that their income increased significantly. 

Given the relatively smaller household size and larger average 
income per person in Kano as compared to Lagos for example it is 
clear that the per capita income of Kano informal sector 
participants is relatively high. It is not therefore surprising 
that only a quarter of the participants, mainly young, were not 
satisfied with their present job (due to low income, job insecurity, 
no future prospects, etc*) and many of them were actually seeking a 
change* These findings seem to suggest that there is scope for 
promoting the informal sector in secondary urban centres. 


<?■ 


Seventy-six per cent of the sample enterprises in Kano 
operated in fixed locations and the remaining, mostly traders, in 
variable locations* Two-thirds of those in fixed locations operated 
in residential structures, 21 per cent in commercial buildings and 
the remaining few in open sheds and the like* Being located in 
residential areas, some of these activities like processing, panel 
beating and mechanics workshops seem to have a detrimental effect on 
health and environment. In terms of access to utilities like 
electricity and water, Kano enterprises seem to be better off 
compared to Lagos. Thirty-seven per cent had access to both while 
another 40 per cent had either of the two; only a quarter or less 
had neither of the facilities, presumably those without fixed 
locations* 

Forty-two per cent of all enterprises (or 55 per cent of those 
in fixed locations) were on rented premises. i majority of the 



remaining 45 per cent presumably owned their premises - results com* 
parable to that of Freetown* A greater proportion of those located 
outside the city, mostly migrants, pay rent on their premises. In 
other words, a majority of the natives of Kano, generally located 
within the city, seem to own their premises. On an average the 
enterprises in rented premises paid about 815 per month; but the 
median value was only around all per month* 

Regarding legal status, a large majority of the enterprises 
felt that they did not require any licence from the Government, as 
in the case of Lagos. Only 23 per cent of the sample enterprises 
had a licence* It is also interesting to note that some 8 per cent 
of the enterprises were affiliated to one form of "association* or 
another* 

The average number of persons per enterprise {including the 
head) is only 1*8, as noted earlier* la fact over two-thirds of the 
sample enterprises did not have any worker other than the 
entrepreneur himself- Thus self-employment is a major 
characteristic of the Kano informal sector. In some activities, 
however, the enterprises are larger: bakery, 5*3 persons; 
construction, 4 persons; leather manufacturing, 3.8 persons; 
welding, 3*4 persons; and roadside mechanics and electrical works, 
3 persons. As indicated earlier, 505 enterprises provided 
employment to 565 heads, 187 journeymen and 151 apprentices* Thus, 
the few who do employ additional workers seem to have on the average 
one apprentice and one journeyman each* 

Given the reasonable levels of income generated in the Kano 
informal sector, the average initial capital outlay in these 
enterprises is surprisingly small, particularly when compared to 
Lagos* The median value of capital per enterprise was only 850 (or 
about US$80) ; the corresponding mean, 8282 suggesting enormous 
variations in capital between firms. * Roughly a quarter each of the 
sample had an investment of under 810, 811-50, 850-200 and 8200 or 
more. As should be expected, agricultural, personal and repair 
services had a lower capital than the rest of the activities. The 
average capital-labour ratio was thus 8157, which is only a fraction 
of the capital investment required per worker in certain formal 
sector activities in Kano: tanning, 82,000; groundnut processing, 8 
2,000 to 4,000; weaving, 81,230; steel fittings, 81,200; and soap 
manufacturing, 8200. 

As in the case of informal sector surveys elsewhere, 70 per 
cent of the enterprises relied on personal savings for their 
investment expenditures. Borrowings from friends and relatives was 
the source fcr most of the remaining; only 1*4 per cent of the 
enterprises had access to bank credit. 

The Kano study also confirmed the pattern of forward and 
backward linkages found elsewhere. For example, 87 per cent of all 
sales were directed to households and 10*5 per cent to small 
enterprises. In terms of backward linkages, though much of the raw 
materials and inputs originate from the formal sector, the informal 
sector does not have a direct link with it because retail traders 
play an intermediary role* 


«• The corresponding figures for Lagos were 8250 and 8450. 
Chapter 5. 


See 



With regard tc expansion of business, 77 per cent of the 
enterprises expressed their willingness; however, 83 per cent of 
those willing cited lack of capital as a major constraint. 
Consequently, about 80 per cant of the enterprises reported credit 
as the major field of government assistance desirable* With regard 
to training as a means for 30 b mobility, 59^ per cent of the 
participants were interested in changing their job if additional 
skills are provided* About a third of those willing to do so were 
even prepared to pay for such training. Forty-one per cent, 
however, did not wish to change their job under any circumstances. 
Quite naturally, most of those willing to change their job belonged 
to the age groups 15-24 years and to a lesser extent 25-44 years* 
Only a few of those willing to change their job, however, desired a 
wage employment in the formal sector. 

When the migrants were asked about their willingness to move 
out of Kano city, 57 per cent were ready to consider such a move 
provided it is beneficial to them* The proportion of migrants so 
inclined was, however, much higher in certain low-income activities 
like personal services and agriculture-related activities* 


Impl i cat ions for urba n envi ronment 

One of the important implications emerging from the Kano study 
pertains to urban environment* ks noted earlier, the migrants to 
Kano tend to be concentrated in certain geographical locations in 
and near the city* Consequently, most of their activities are also 
located there. The study also found that the room occupancy rate in 
these localities was higher than elsewhere; and a majority of them 
live in rented accommodation, paying an average monthly rent of $ 8 , 
Of course the rental would be higher were it not for the fact that 
several migrants from the same place share a common room* With 
regard to the types of houses inhabited by the migrants, the 
majority live in modern tin-roofed houses built with concrete 
blocks, as found in Southern Nigeria where many migrants originate. 
These, however, are not particularly suited to the climatic 
conditions prevailing in the northern part. Only a quarter of such 
housing is provided with both water and electricity* Though two- 
thirds of the city population is well served with electricity, water 
supply is poor in general. The cost of getting water through 
private carriers ranges from N2 in the city to N3 per 1,000 gallons 
in localities inhabited by migrants* Likewise, sanitary conditions 
in the above localities are also relatively poor* Thus, though 
migration is beneficial to tnose involved, it has also caused 
certain environmental problems. One of the ways to tackle the 
situation seems to be to remove any uncertainty associated with the 
migrants* employment opportunities in the informal sector and 
thereby encourage the migrants to invest in housing. It is also 
necessary to find ways of improving migrants* adjustment to city 
life and of encouraging them to develop a sense of belonging in 
order to improve their own conditions of living and urban 
environment. 


gonsiasiaas 

The Kano study plays an important role in generating 
employment and incomes particularly for the young, unlike in 
Freetown* As elsewhere, trade accounts for 60 per cent of all 



informal sector enterprises in Kano city, followed by tailoring - 17 
per cent* This structure is partly accounted for by the importance 
of Kano as a commercial centre in the region* Migration seems to 
have been a relatively less important factor in Kano as compared to 
Freetown or Lagos for only a third of the informal sector 
participants were found to be migrants* Perhaps this is due to the 
choice of sampling procedure giving greater weight to the 
numerically less important activities* Though trade and tailoring 
accounted for over three- guar ters of the Kano informal sector 
enterprises, only 1C per cent of the sample belonged to these 
activities* This difference must be borne in mind while comparing 
the findings from Kano with those elsewhere* 

As elsewhere, very few women participate in the informal 
sector* _ The average level of education of participants is only 
around six years* Most of them rely on informal sources of training 
and set up their business with their own savings* Though the bulk 
of the sample enterprises is engaged in secondary activities the 
average capital per worker seems to be only #160 (or US$260) , a 
fraction of that in the formal sector* Yet the average level of 
income of participants is comparable to those in the formal sector* 
The evidence suggests that there is scope to promote employment in 
the informal formal sector even in smaller cities* 

Perhaps the striking feature of the study is its finding with 
regard to income opportunities for the migrants* Though the bulk of 
the migrants in Kano had arrived only recently (i*e. during the 
five years preceding the survey) , a majority of them had accumulated 
sufficient capital and skills to set up their own business in a wide 
range of activities. And half of them were earning at least #60 per 
month - the legal minimum wage* This is an impressive achievement 
given the fact that some 40 per cent of them were unemployed and 
most of the remaining were engaged in farming, trading and similar 
activities before coming to Kano* 

The study also throws light on the conseguences of migration 
to environment* A major part of the informal sector activities is 
being carried out in residential premises and some of them would 
seem to pose a threat to health and environment* Poor 
infrastructural facilities and inadequate access to urban services 
notably in the areas where migrants tend to settle have contributed 
to a deterioration in living and working conditions* One of the 
ways to improve the situation seems to be to encourage migrants to 
invest in housing and premises by eliminating uncertainties 
associated with their job and stay in Kano* Since informal sector 
activities are largely consumer oriented, the study emphasises the 
need to integrate urban development policies with employment 
promotion* 



CHAPTEF. 7. THE IMFORaAL tl A M0F ACTOBING _SEC T Qg_IK_KOKAS I 

George Aryee 


Kumasi, located in the Ashanti region, is the second largest 
city in Ghana after Accra, though it is somewhat smaller than Kano 
in Nigeria, with a population of about 350,000 and a labour force of 
139,000 in 1970. The rata of population growth in Kumasi was, 
however, substantially lower than in Kano - only 3*75 per cent per 
year between 1960 and 1970 as compared to 6.2 per cent in Kano* A 
part of the explanation for the above may be attributed to the fact 
that the share of manufacturing employment in total in Kumasi 
remained stagnant during the sixties even though, for the country as 
a whole, employment in large-scale manufacturing increased at 8*4 
per cent per annum* 

About 10 per cent of the labour force was unemployed in 1970* 
As in the case of Kano, two-thirds of employment was in the tertiary 
sector including trade and services, reflecting the importance of 
Kumasi as a commercial centre in the Ashanti region* The study 
nevertheless focused on manufacturing and related repair services. 
Of about 30,000 persons engaged in manufacturing and motor repair 
activities in 1970, only a third was estimated to be in the formal 
sector* Broadly speaicing, manufacturing employment in Kumasi is 
distributed as follows: 40 per cent in textile and leather, 23 per 
cent in food processing, 14 per cent in wood and related activities 
and 15 per cent in vehicle repair and maintenance. 

Partly because of the small size of the city and partly 
because the informal manufacturing activities were visibly 
concentrated in selected geographic locations, the study was able to 
list the relevant enterprises before drawing a sample. The sample, 
consisting of 298 enterprises, was distributed among all 
manufacturing activities other than food processing (since they were 
carried out as household industry) and a majority of the sample 
enterprises was in three subsectors: fitting (74) , tailoring (71) 
and leather manufacturing (69). 


The 


As in Kano, 86 per cent of the labour force in Kumasi was 
between 15 and 44 years old; the main difference between the two 
is, however, the importance of youngsters (15-24 years) in Kumasi, 
who accounted for over 40 per cant of the labour force. But among 
the head of the enterprises in the sample, only 25 per cent were 
below 25 years of age and 64 per cent between 25 and 44 years* More 
importantly, the median age of entrepreneurs was only around 28 
years but those engaged in carpentry, blacksmithing and fitting were 
somewhat older* Almost all these heads were sole proprietors. 

One of the unique features of the Kumasi informal sector is 
the relatively high level of education of entrepreneurs compared to 
many other countries. Though 28 per cent of the entrepreneurs did 
not have any formal schooling, 60 per cent had middle-level 


1 Though data were collected from 330 enterprises, the results 
presented below refer to 298 enterprises only, headed by males. 



education {ten years' 
entrepreneurs with more 
ones. For example, 
those in the age groups 
middle-level education 
36 and above. 


schooling) or more. The proportion of 
education is of course higher among younger 
67 per cent, 80 per cent and 69 per cent of 
"below 20"/ 20-25 and 25-30 years had 
compared to under 40 per cent in age groups 


A third of the entrepreneurs were migrants from outside the 
Ashanti region. Of the remaining/ only 3 per cent were born in 
Kumasi and the rest had come from other parts of the Ashanti region 
itself. A small proportion/ about 5 per cent/ came from outside 
Ghana. Thus, there is a strong link between migration and informal 
sector activities in Kumasi. Unlike in Kano, migrants from outside 
the Ashanti region had relatively fewer years of schooling, 40 per 
cent had no education as compared to 22 per cent for those belonging 
to the region. 

All entrepreneurs seem to have undergone one form of training 
or another before setting up their business. Over 90 per cent of 
them had training through the apprenticeship system of the informal 
sector; only 3.4 per cent relied on training institutions and 5 per 
cent on apprenticeship in the formal sector. Most of those trained 
in the institutions — about 90 per cent — possessed middle or 
technical education. Training through apprenticeship in the 
informal sector, on the other hand/ was not confined to those with 
little education; 58 per cent of entrepreneurs thus trained 
possessed middle-level education. Thus, the informal sector plays 
a key role in skill acquisition. The median number of years spent 
in apprenticeship was a littla over three years; some 20 per cent of 
the entrepreneurs had spent five years or longer. Some 10 per cent 
of the entrepreneurs had apparently acquired some skills in the 
formal sector too since they were wage employees in that sector 
before setting up their own business. 1 


The 


By virtue of the sample design adopted, the selected 
enterprises were clustered in specific locations within the city. 
Each such location tended to be homogenous with regard to the type 
of activity carried on. For example, in Suame Magazine, most of the 
enterprises were engaged in fitting, auto repair and related 
activities. Likewise, in Angloga, the dominant activity was 
carpentry. Even though the Kumasi City Council took a positive view 
of the informal sector activities and allowed their operation in 
specific locations within the city, many of these enterprises were 
housed in temporary structures and most of them lacked the minimum 
support facilities. Nearly 80 per cent of the enterprises bad 
access to neither water nor electricity. In some locations, such as 
the Magazine, though the city council owns the land and allows 
informal sector enterprises to continue on a token rent, building 
permanent structures is forbidden since the council plans to build 


1 See also All N. Hakam: Teghn^lggy^ d iffusig^f £^m,„. t he_,£g^mal 

42 — 44§ The ca S e_g|, the_auto z repair . industti^jn 

Ghat a {Geneva, ILO, 1978; mimeographed Sorld Employment Programme 
research working paper; restricted), p. 43, where it is stated that 
15 per cent of the masters had their training in foreign 
subsidiaries or state-run factories. 



permanent workshops eventually* In Angloga, for example, the 
enterprises are viewed by the council as occupying the land 
illegally ard hence are not considered eligible for any support 
facilities. 

The Kumasi informal sector is not very different from those in 
other cities discussed earlier m other aspects, ^ About half the 
enterprises do not observe fixed hours; a majority of those who do 
work for over eight hours a day. Only a fifth of these^ enterprises 
were registered with the Government, though in woodcarving nearly 90 
per cent belonged to this category to take advantage of the 
marketing assistance provided by government agencies* With regard 
to the age structure of these enterprises, about half of them were 
under 5 years old* In fact, 11 per cent were under 2 years old; 16 
per cent between 2 and 3 years; 13 per cent between 3 and 4 and 12 
per cent between 4 and 5 years; and the rest were above 5 years 
old. 


Employmen t 

The sample enterprises (298) provided employment to a total of 
1,329 persons including 315 working proprietors* Of those working 
with the masters (i*e* 1,014 persons) , 86 per cent were apprentices, 
mainly in fitting, tailoring and leather manufacturing. Very few 
were journeymen - only 7*3 per cent* Most of the remaining few were 
unpaid family workers. Needless to add, the overwhelming importance 
of apprentices has significant implications* First, the informal 
sector provides training to a substantial number of youngsters. 
Second, since the apprentices are not paid full wages, the 
entrepreneurs benefit from cheap labour and thus enjoy a comparative 
edge over the formal sector by keeping their costs down* Third, the 
enterprises are able to overcome their working capital needs in the 
form of wage bills since the apprentices generally receive only a 
small amount of pocket money plus food and sometimes shelter (i.e. 
between 2 and 2*5 cedis per week)* Fourth, apprentices seem to be 
a source of finance for investment since they pay a fee to the 
masters. «■ 

Turning to the size distribution, only 15 per cent of the 
enterprises did not have any employees or apprentices as compared to 
a large majority in Freetown, Kano and Lagos (table 1) . Nearly half 
the sample had between two and four workers and the remainder had 
over five workers. A majority of those in the middle range (64 per 
cent) were textile and leather manufacturing enterprises, while half 
of the larger ones were in fitting. Thus, activities with a greater 
scope for training employed more persons, mainly as apprentices* If 
apprentices are excluded, only 17 per cent of the sample had more 
than one person (i.e* the entrepreneur himself)* Unpaid workers 
were common only in about 10 per cent of the enterprises. 

The evidence on the structure of employment presented above 
indicates that the average size of an informal sector enterprise in 
Kumasi is close to 4.5 persons. Though this figure is well above 
the over-all average observed for other cities discussed earlier, 


1 Ali N* fiakam, op* cit* , where it is shown that apprentices in 
auto-repair activities contributed a substantial part of the 
investment by masters. 



the difference is mainly due to the exclusion of mon-manufacturing 
activities in Kumasi. Another major difference is with regard to 
the proportion of wage workers; in Kumasi reliance on apprentice 
labour is much greater, as already noted* 


T abl e. 1. Siz e .distr ibution of en te r prises by activit y 
(per cent) ~ 


ISIC code 

Activity 

Number of persons engaged 
per enterprise 


01 

0) 

% 

o «r4 
M 



1 

2-4 

5-9 

10 + 

total 

• cu 

° u 

Q) 

+> 

p? 

9513 

Motor repair 
and mainten- 
ance 

2.7 

18.9 

60. 8 

17.6 

100.0 

(P 

74 

3813, 3819 

Metalworking 

15.3 

40.0 

35.0 

10.0 

100.0 

20 

3811 

Blacksmithing 

11.1 

77.8 

11.1 

0.0 

100.0 

9 

3311 

Carpentry 

14.7 

38.2 

35.3 

11.8 

100.0 

34 

3220 

Tailoring/ 

seamstressing 

16.9 

64.8 

16.9 

1.4 

100.0 

71 

3319 

Hcodcarving 

14.3 

42.9 

42*9 

0.0 

100.0 

7 

3320 

Cane weaving 

33.3 

44.4 

22.7 

0.0 

100.0 

9 

3214 

Carpets/ 

doormats 

0.0 

40.0 

60.0 

0.0 

100.0 

5 

3233, 3240 

Footwear/ 
leather ware 

24.6 

63.8 

10.1 

1.4 

100.0 

69 

All activities 

14.8 

47.3 

30.9 

7.0 

100.0 

298 


Capital 

Turning to the use of capital, table 2 shows the distribution 
of sample enterprises by level of fixed capitals Though the capital 
measure excludes working capital and fixed capital in the form of 
premises (which seems to be minimal since most enterprises are 
located in simple temporary structures) , the distribution suggests 
that the median value of investment at original cost was only around 
400 cedis per enterprise (or US$330) ; the corresponding average is, 
however, larger — around 780 cedis (or US$680) • The table also 
shows significant variations in capital between enterprises* 

Table 3 shows the average size of the enterprise, the amount 
of capital, gross output and value added per enterprise and per 
worker in selected activities* It is clear that the average capital 


labour ratio shows considerable variations between different 
activities. Further , the average amount of capital required per 
worker in the informal sector is only a small fraction of that 
prevailing in the formal sector. The average capital per worker (at 
original cost) in selected formal sector manufacturing in 1970 was 
as follows: food manufacturing/ 13/800 cedis; textiles, 8,900 
cedis; chemicals, 6,200 cedis; paper products, 3,900 cedis; wood 
products, 1,CG0 cedis and furniture and printing, 1,500 cedis. 


Output and value add ed 

Table 3 also shows that the average value of output in sample 
enterprises was around 193 cedis per week; the amount varied 
between 102 cedis in tailoring to 260 cedis per week in metal 
working. The average value added per enterprise was a little under 
half the corresponding value of output - about 87 cedis per week. 
The average value added per worker per year is estimated at 1,014 
cedis or about 85 cedis per month. Though the value added per 
worker seems to be correlated to the capital per worker, it is 
interesting to note that in leather manufacturing it takes only 58 
cedis of capital per worker to generate a value added of over 2,000 
cedis per worker per year; it seems to be not only least capital 
intensive but also most productive. 


E arnings of m asters and apprentice s 

Defining gross earnings as a difference between value added 
and wage bill {including remuneration to apprentices) , the average 
earnings of a master work out to 78 cedis per week in contrast to 
the legal minimum wage of 2 cedis per day applicable to the formal 
sector* The median value, however, was only around 40 cedis per 
week. It varied not only between activities but also with the size 
of the enterprise. In enterprises with a single person (i.e. the 
master alone) , it was 68 cedis per week; in the size group 2 to 4 
persons, 79 cedis per week; in 5-9 persons, 76 cedis per week; and 
in the size group 10 and above, 104 cedis per week. In other words, 
the greater the number of apprentices, the greater the earnings of 
the master. The fact that masters without any apprentices also earn 
68 cedis per week suggests that the informal sector generates 
substantial incomes even if it does not rely on cheap labour in the 
form of apprentices. In other words, the average earnings of the 
entrepreneurs in the Kumasi informal manufacturing sector is 
considerably higher than the wages of tradesmen grade II (to which 
most of these entrepreneurs would belong had they been employed in 
the modern sector) - about 80 cedis per month before taxes. No 
doubt the earnings of entrepreneurs represent not only return to his 
own labour but also to his managerial input and own capital; even 
if allowance is made for them, they seem to be significantly better 
off than the wage employees in the formal sector. 1 

The Kumasi study also showed that entrepreneurs with more 
education tended to have higher gross earnings. Whereas those with 
no education at all had only 60 cedis per week, entrepreneurs with 
primary and middle-level education earned respectively 75 cedis and 


1 In addition to the above, some 14 per cent of the heads had 
income from other sources as well. 



Table 2 m Dis tributio n of enterprises by capital 
(per cent) 
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86 cedis per week, the over-all average being 78 cedis per week* 
Likewise* those who had moved from the formal to the informal sector 
earned 85 cedis per week as compared to 77 cedis per week for the 
rest. Thus* education and training do seem to have a significant 
positive impact on the earnings of informal sector entrepreneurs in 
Kumasi. 


In contrast to the earnings of masters discussed above* the 
apprentices received* on the average, only 2.4 cedis per week which 
includes token pocket money plus food provided by the master. Since 
the median value was around 2.2 cedis per week* it is clear that 
half the apprentices received very little compensation. Since most 
apprentices pay a lump-sum fee to the master* this implies that the 
apprentices not only contribute to investment by masters but also 
relieve them from the burden of working capital needed to pay wages. 


S ize of the ent e rprise and efficienc y 

Table 4 shews how output* value added and capital per worker 
varies with the size of establishment. As expected* smaller firms 
use more capital per worker but also generate more output and value 
added per worker. Assuming that the enterprises operate for 50 
weeks per year on the average* then a million cedis of investment in 
various size groups of enterprises would seem to generate employment 
and value added as shown in table 5. 


Table 4. Outpu t, value added and capital per worker by size 


Size group 
(no. of persons 
per enterprise) 

Per worker 

(cedis) 



Output per 

week 

Value added 
per week 

Capital 

1 

118 


68 

318 

2-4 

61 


29 

218 

5-9 

33 


14 

152 

10 + 

28 


9 

136 

All 

43 


19 

174 


Table 5 . Value adde d and employment per unit of capital, by size 
of en terpri se for an investment of 1 million cedis 


Size group (no. of persons Value added per year Employment 

per enterprise) (millions) (persons) 


1 

10.69 

3 145 

2-4 

6.65 

4 587 

5-9 

4.60 

6 57 9 

10 ♦ 

3.31 

1 353 

All groups 

5.46 

5 747 






The above figures are no doubt overestimates because the 
capital measure is only partial « It is nevertheless interesting to 
note the systematic inverse relationship between the amount of value 
added and employment as the firm size increases# This seems to 
suggest a trade-off between value added and employment but such a 
conclusion will be hazardous. In so far as smaller enterprises are 
engaged in activities distinctly different from the larger ones, 
what the data above indicate are the differences in product-mix 
rather than production technologies. More importantly, since the 
larger firms employ more apprentices, one of their major outputs, 
namely the production of skills, is not reflected in the value added 
figure# If the value of skills generated are included in the value 
added, it seems more likely that the relatively larger enterprises 
are more efficient in the sense they generate both higher value 
added and employment. However, one cannot stretch this conclusion 
too far owing to the difficulties of measuring capital and labour 
(particularly apprentice labour) in comparable terms across the 
enterprises. Nevertheless, it seems quite clear that the informal 
sector in Kumasi is significantly more efficient than the larger, 
formal sector firms. 


Nearly 90 per cent of the sample enterprises bought their raw 
materials and services requirements mainly from retailers, including 
individuals and small shops# Some 2 per cent obtained them mainly 
from discarded materials, and 7 per cent from both the above 
sources# Thus, only a negligible proportion had direct backward 
linkage with the formal sector. Since Ghana depends heavily on 
imported raw materials and inputs even in informal sector 
manufacturing, the above findings imply that the link with the 
formal sector (which imports) is indirect# Perhaps it is more 
illuminating to look at the linkage in terms of input expenses. Of 
298 enterprises, 30 obtained more than half their inputs (in value 
terms) from the modern sector# For the sample as a whole, only 9# 4 
per cent of total expenditure on intermediate inputs was on 
purchases from the modern sector* Lastly, larger enterprises within 
the informal sector seem to have stronger backward linkage with the 
formal sector# Turning to the question of forward linkages, over 72 
per cent of the enterprises sold their output mainly to households 
and individuals; virtually none directly to the formal sector# 
Also, the linkage with the households was greater among smaller 
enterprises# In terms of value of output, only 5 per cent was sold 
to the formal sector. These findings are similar to those in other 
cities discussed earlier# 


Though the direct linkages with the formal sector are weak, a 
significant amount of indirect linkages through middlemen or 
intermediaries seem to exist. For example, in one location, 
Angloga, merchants buy wood in bulk quantities from sawmills and 
sell them to carpenters at much more than twice the ex-factory price 
in the formal sector# Similarly, traders secure bulk orders for 
furniture from schools and other similar formal institutions and 
obtain their furniture requirements from the informal sector at low 
prices. These examples suggest that at least some of the informal 
sector enterprises are exploited by the middlemen# Finally, in 
terms of access to credit from banks, only 3 per cent of the Kumasi 
enterprises had ever obtained a loan from the bank# With regard to 
skills, only a few relied on formal training institutions, as 
already noted# 



I nvolutionary or evolutionary growth ? 


The Kumasi study differs from other studies reported earlier 
in that it sheds some light on the informal sector* s ability to 
accumulate capital and absorb more labour over time. First, looting 
at the cross-tabulation of enterprises by activity and by age of 
business, a greater proportion of capital-intensive activities, like 
metalworking and carpentry, are older; in other words, a relatively 
larger proportion of recent enterprises seems to be entering 
activities with lower capital requirement. It is not clear how far 
this is due to constraint on capital availability and how far due to 
changes in market conditions. Also, most of the new enterprises are 
smaller than the older and well-established ones. For example, 36 
per cent of the enterprises under 2 years old had only 1 person (the 
master himself) as compared to 11 per cent for those over 5 years 
old. In fact, the differences in size structure seem to disappear 
once the enterprises are established for at least three years. For 
example, the average size of firms under three years was only 3.26 
as compared to 4.92 for older ones. In other words, the new 
enterprises seem to approach the size structure of the older firms 
once they become 3 years old; this interpretation no doubt hinges 
on the assumption that the old enterprises went through a similar 
process. Perhaps three years is the minimum time required to 
accumulate the necessary capital and engage more apprentices as the 
older firms do. 

That the informal sector enterprises tend to accumulate more 
capital as their duration in business increases seems to be 
supported by the evidence. If one ranks the sample enterprises by 
size of capital, the average age of enterprises in the bottom decile 
turns out to be 4 years as compared to 4.9 years in the top decile. 
The corresponding figures for manufacturing activities in the 
informal sector of Freetown are 2.8 years and 3.9 years; and for 
Lagos, 2.8 and 3.3 years. In other words, the older enterprises had 
both more fixed capital and more employment than the younger ones. 
In fact, in metalworking and carpentry, fixed capital seems to have 
grown faster than employment by some 30 to 40 per cent. In 
footwear, leather manufacturing and tailoring, though both the 
volume of capital and employment increased with the age of business, 
employment seems to have increased faster than capital. For the 
sample as a whole, the capital-labour ratio seems to increase with 
the age of business: 147 cedis for enterprises under 2 years; 161 
cedis for those between 2 and 3 years; and 177 for those above 3 
years. These data are not particularly suited to test the 
hypothesis of involutionary (or evolutionary) growth since the 
capital and employment data do not refer to the same enterprises 
over time. They nevertheless suggest the enterprises do grow as 
their duration in business increases. 


Migration plays an important role in the Kumasi informal 
sector as elsewhere. The Kumasi entrepreneurs have a significantly 
higher level of education than in other cities discussed earlier. 
They are also relatively young, as in Kano (Nigeria). The informal 
sector plays a key role in providing skills to migrants and in 
generating self-employment. Perhaps the distinguishing feature of 
the Kumasi informal sector is its ability to absorb substantial 
quantities of labour, particularly youth, in the form of appren- 



tices* The latter benefit from the apprenticeship system in terms 
of opportunities for skill acquisition at little cost. The masters, 
on the other hand, are able to command a larger amount of labour 
resources without any additional burden on their working capital 
needs* The apprentices in fact seem to facilitate their capital 
accumulation by paying apprenticeship fees* Consequently, the 
masters are able to utilise a larger amount of both labour and 
capital and earn incomes substantially higher than those prevailing 
for comparable skills in the formal sector* The available evidence 
also suggests that the informal sector in Kumasi uses very little 
capital per worker as compared to the formal sector* In other 
words, the sector uses relatively little capital, generates higher 
levels of income and employment than the formal sector and 
contributes to capital formation in the form of skills* 

The sector has virtually no direct linkage with the formal 
sector* But in selected activities the linkage seems to be 
indirect, through intermediaries who in turn take advantage of the 
market imperfections* Thus, it would seem possible to improve the 
profitability cf at least some of the enterprises through 
appropriate remedial measures* There does not seem to be any 
evidence of subordination to the formal sector* Further constraints 
on capital accumulation would seem to be indirect, through market 
imperfections* Even though only a handful of enterprises managed to 
get credit from formal sector institutions, the establishments with 
a longer duration in business generally possessed more capital and 
labour and, in many activities, capital-labour ratio appears to have 
been higher for older enterprises* These findings suggest that the 
informal sector enterprises in Kumasi have been generally successful 
in overcoming the barriers to expansion* 

What is perhaps amazing is that the Kumasi informal sector is 
able to absorb labour, generate income and skills for many poor and 
youth and grow over time, notwithstanding the fact that they are 
located in a poor physical environment* Most of them are in 
temporary structures without access to adequate urban services and 
many are forbidden from investing in their physical premises* High 
density of activities coupled with poor physical environment and 
supporting services raise questions with regard to occupational 
safety, pollution and conditions of work in general* It would 
therefore seem necessary to review the prevailing public policies 
that discourage investment in premises and infrastructural 
facilities, on the one hand, and introduce appropriate measures to 
improve the conditions of work and the conditions under which 
training is imparted* In view of the proximity of Kumasi to most 
rural areas in Ghana, the informal sector could also make a positive 
contribution tc rural development by providing goods and services to 
the agricultural and other sectors of activity* 



CEAPrE R_e« INF OR MAL S ECTOR WITH OU T MIGRATION: 
THS CASfi OF C OLOMBO 


Marga Institute, Colombo 


Unlike the African countries, the city of Colombo in Sri Lanka 
is unusual in that it had virtually no migration in recent years* 
The city population increased at an annual rate of only 1*9 per cent 
from 426, OOC in 1958 to 512,000 in 1963; between 1963 and 1971 the 
annual rate cf increase was still lower, only 1.2 per cent. Several 
reasons have been offered for this phenomenons a planned programme 
of population resettlement from densely populated wet zone of the 
country {western, southern and central regions) to the sparsely 
populated dry zone {north central, north eastern and eastern 
regions) ; effective social welfare policies improving the living 
standard of rural population; extensive road and transport network 
linking rural and urban areas, eliminating the need for permanent 
migration; and diffusion of major industrial projects in various 
parts of the country* Perhaps the most important reason was the 
absence of spectacular growth in employment and income opportunities 
in the Colombo region* 

Though the city population itself showed only modest 
increases, one should however remember that the city itself is a 
part of the larger complex including outer areas where the 
population has increased somewhat faster (3*7 per cent per year 
during 1963-71) but still at a rate far below that of many African 
cities* Most of the informal sector activities are, however, 
concentrated in the city, particularly the Municipality of Colombo 
itself. The study on Colombo is thus an interesting case analysing 
the role of the informal sector in the absence of migration* 

A recent sample survey* estimated 69,600 dwelling units in the 
Colombo municipal area (Colombo M.C*) of which 44 per cent were 
tenements (mainly for lower middle income groups) and 18 per cent 
were in shanties (temporary living quarters for low income groups) . 
It is also worth noting that 30 per cent of the labour force in 1977 
in the same area were unemployed, nearly three-quarters of them in 
the age group 15-24 years* 2 More importantly, the number of casual 
workers, defined to include employed persons who are not reasonably 
assured of their employment for 30 days following the date of 
interview, was estimated at 23,500 persons or about 20 per cent of 
those already employed. The extent of unemployment and 
underemployment quoted above already raises a number of questions 
about the role of the informal sector in Colombo with regard to 
labour absorption* 

The 1977 household survey cited above also showed that 82 per 
cent of those employed in Colombo M.C. were employees; only 11 per 
cent were own-account workers; and 7 per cent were employers* The 
informal sector survey in Colombo on the other hand estimated some 
34,400 persons as employed in tha informal sector amounting to about 


* Ministry of Plan Implementation, Department of Census and 
1978), table“o*2. 


2 ibid* , table 4 



20 per cent of the labour force. One is therefore tempted to 
conclude that absence of migration implies a relatively smaller size 
of the informal sector* In so far as migration itself is caused by 
the growth of employment and income opportunities* the relatively 
smaller size of the informal sector in Colombo can be attributed to 
lack of growth in urban regional income. 1 


The structure of the inf o rmal sector 

The number of informal sector units in Colombo was estimated 
at 30*000 in 1976. Though the study covered a range of activities 
including agriculture and fishing, manufacturing* construction, 
trade, transport and services, the informal sector in Colombo is 
dominated by trade (including restaurants and the like) , as 
elsewhere- About 63 per cent were in trade (including sale of 
prepared food) and 20 per cent in services; manufacturing accounted 
for an incredibly low figure of under 5 per cent* transport 8 per 
cent* construction little over 1 per cent, and agriculture and 
fishing 3 per cent. Over 60 per cent of those in trade dealt with 
such perishable commodities like vegetables, fruits and fish; within 
the services category 43 per cent were self-employed unskilled 
labour mainly engaged in loading and unloading goods and 50 per cent 
in repair services (cars, cycles, radio* watches* locks, etc*)* The 
few that were engaged in manufacturing included tailoring* shoe 
manufacturing* metalworking and jewellery* In transport* a majority 
of the units were engaged in non-mechanised transport like pushcarts 
and baskets. It follows from the above that the Colombo informal 
sector has little capital investment to speak of* 

In terms of size, 85 par cent of the units were one-person 
enterprises without anyone except the owner himself* The average 
number of persons engaged par enterprise is only 1*14* A majority 
of those employing additional lamour employed one or two persons 
besides the owner himself* As elsewhere, 93 per cent of the units 
were operated on a sole proprietorship basis. 

Two-thirds of the units had a fixed location for carrying on 
their business* Among those without a fixed location, some 40 per 
cent had a hand-operated or animal-driven cart* Even among those in 
fixed location* 46 per cent were conducting their business in open 
pavements without any structures at all; one-third were housed in 
temporary or semi-permanent structures on pavements or public land 
and the rest on private land. Further* a majority of the informal 
sector units (62 per cent) operated in residential areas. And two- 
thirds of the participants in this sector lived close to their 
workplace* usually within a radius of some 3 kilometres* 

Of those in permanent or temporary structures only a few 
operated in their own premises* For example* 11 per cent in trade, 
10 per cent in manufacturing and about 22 per cent in services owned 
their premises* The proportion of enterprises renting their 
premises in the three activities was respectively 54* 64 and 51 per 
cent* Thus about a third or so operated in rent-free premises* 


1 The GDP originating from the industrial sector seems to have 
increased at a slower rate in racent years: only 3 per cent per year 
during 1970-76 as compared to 6.7 per cent per annum during 1960-70 
period* See World Bank: World Dev elopment Report* 197 8. op* cit** 
p* 78* ~ ~ 



What about the age structure of these units? The results 
based on a sample of 1,200 enterprises showed that nearly 10 per 
cent of them had been established during the year preceding the date 
of interview; 8 per cent between one and two years and 20 per cent 
between two and five years. But over 60 per cent of the units had 
been in operation for longer than five years as compared to 48 per 
cent in Kumasi (manufacturing)/ 34 per cent in Lagos and 31 per cent 
in Freetown. And the age structure showed .little variations between 
activities. Unlike in other studies presented earlier, the average 
age of business in manufacturing is not higher than that in trade 
and services. 


T he informal sector participants 

As already, observed, there were few employees in the Colombo 
informal sector; ccnsegueatly , the discussion below on the 
participants essentially refers to the entrepreneurs themselves. 
Eighty-eight per cent of the participants were males. Thus, as in 
the case of Africa, only a small number of women participated in the 
Colombo informal sector. The Colombo informal sector had fewer 
Sinhalese but more Tamils and other ethnic groups. Further, the 
evidence suggests that certain ethnic groups tend to dominate 
certain types of activities. 

The median age of participants was around 35 years; the 
proportion cf females in the total was under 12 per cent and their 
median age was significantly higher, around 45 years. Thus, males 
dominated the informal sector. One of the interesting features of 
the age distribution is that only a guarter of the participants were 
under the age cf 24 years even though, as already referred to, 75 
per cent of the unemployed in Colombo Municipal Council area were in 
this age group. It would therefore seem that, unlike in Africa, the 
Colombo informal sector absoras few young unemployed persons. 
Besides the social value placed on informal sector occupations, the 
maze of socio-economic intar-relationships within which the sector 
operates would also seem to have played a role in restricting entry. 
The Colombo informal sector in this respect is distinctly different 
from those elsewhere. 

In terms of education: illiterate, 10 per cent; literate with 
no formal education, 8 per cant; 30 per cent with under 4 years of 
schooling; 4C per cent with between 5 and 9 years of schooling; and 
the remaining 12 per cent had over 10 years 1 schooling. The median 
level of schooling in the Colombo (about four years) informal sector 
is thus comparable to the evidence from Africa. But when compared 
to the average level of schooling of unemployed (around 10 years), 
the informal sector participants have very little education, partly 
because they are relatively older. It is doubtful if such 
segmentation of the labour market can be attributed solely to socio- 
economic factors restricting entry into the informal sector; 
individual preferences favouring white-collar jobs coupled with the 
traditional nature of the informal sector would seem to play an 
important role too. 


Migration 

It was mentioned at the outset that migration to Colombo 
played an insignificant role in the city f s population growth. The 



informal sector study showed that only 14 per cent of the 
participants were migrants and most of them (79 per cent) had 
migrated over ten years ago. Over 80 per cent of them came from the 
adjacent western and southern regions. Thus, there seems to be 
little link between migration and the informal sector. In fact one 
could argue that the relatively small size of the informal sector 
(about 20 per cent of the employed labour force) in Colombo can be 
attributed tc the above. Another interesting feature of the Colombo 
informal sector is that not all the non- migrants (or the natives) 
reside in Colombo city; of the 86 per cent belonging to this 
category a third (or 28 per cent of the total) resided outside the 
city and commuted frequently. 4 Since most of the migrants had been 
in the city for longer than ten years, quite naturally two-thirds of 
them never visited their place of origin. 


Conditions of work 

Forty-six per cent of the units operated on all days In terms 
of operation, 46 per cent of the units operated on all days during 
the week; only some 16 per cent worked for less than five days a 
week. Virtually all the units do not observe fixed hours of work. 
Another aspect of the working conditions originated from the 
government regulation. The units operating in certain central 
locations are subjected to constant threat of eviction by police 
arising from a concern for traffic congestion and/or illegal 
occupation of public pavements. The informal sector* s response to 
such law enforcement has been to organise themselves and let their 
views be known; a pavement hawkars* union with a membership of 
18,000 even tried to agitate, demanding more considerate treatment 
and relaxation of the municipal by-laws affecting their fortunes. 
Such harassments, besides hurting their income opportunities, would 
also seem to have discouraged the small enterprises from saving and 
investment it business following increased uncertainties. 

Notwithstanding the concentration of informal sector 
activities it trade and services and the small capital investment in 
the form of premises, the participants of this sector seem to have 
done reasonably well in terms of the net earnings. The median daily 
income was around Rs. 19 - about the same as the average daily 
earnings in the large-scale manufacturing sector of Sri Lanka in 
1977.2 bottom 25 per cent had an income below Rs.10 per day and 
the top 10 per cent had at least Rs.100 per day. Thus, the earnings 
within the informal sector are subject to considerable variations. 
The bulk of the wage employees seems to fall below the median level 
of daily earnings. Likewise many of the entrepreneurs with a larger 
workforce belong to higher income brackets. Whether the earnings 
quoted above are adequate or not is a different matter and it can be 
answered only after taking into account other sources of income if 
any and the household size, which are discussed later. 


4 Heavily subsidised transport facilities would seem to explain 
this phenomenon. See A.S. Omerai: A n overview of state policies and 

internal mig j^ion in Asi a. Paper presented at the ILO Workshop on 

State Policies and Internal Migration, Bangkok, 28 April-1 May 1980, 
p. 33. 


404 . 


* ILO; tear Book of I 


(Geneva, 1979) , p. 



linkage s 


Though the study was unable to collect reliable data on 
capital and value added owing to a high degree of non-response, it 
did try to assess the question of availability of capital* The 
Colombo study confirmed the findings of studies elsewhere; about 70 
per cent of the entrepreneurs relied on own sources such as personal 
savings for their capital requirements; only 6 .2 per cent sought 
help from formal credit institutions* Over three- guar ters of those 
who borrowed relied on friends and relatives. 

With regard to forward linkages, it is already clear from the 
nature of activities pursued that a large majority of them are 
engaged in the production of final consumer goods and services* 
About three-guarters of the enterprises sold their goods and 
services to households, mostly to middle and lower income groups 
(table 1)* A significant proportion of sample enterprises, however, 
seem to sell their goods and services to the formal sector as well. 


T able 1 : Distr ib ution of enterpris es by type 
of cli ente l e and by activi ty 


Activity 

Households (per cent) 

Enterprises and 
institutions 

Low 

income 

aid die 
income 

Higher 

income 

Informal 

sector 

Formal 

sector 

1* Trade 

34 

32 

13 

10 

11 

2* Manufacturing 

19 

23 

15 

9 

34 

3* Services 

37 

26 

14 

10 

13 

4. Transport 

23 

29 

17 

12 

19 

5* Construction 

14 

39 

16 

12 

19 

6. Agriculture 

37 

26 

20 

12 

5 


Socio-economic structure and 
the informal sector 

Perhaps the merit of the Colombo study lies in its focus on 
the socio-economic framework within which the informal sector 
operates. In so far as earning opportunities are location-specific, 
choice locations within tha city are not easily accessible to new 
entrants because of the dominance of other well-established informal 
sector enterprises* Not infraguantly the new entrant to the sector 
has to pay kappaaq , or a protection fee, to those who thus control 
the location in question. In other words, capital is not the only 
barrier to entry* 

Inadequate access to skills, both technical and managerial, 
also forces new entrants to seek the help of well-established 
informal sector enterprises; it could take the fora of a wage 
employee or an apprentice* Again it is not easy to gain such entry 
unless the well-established entrepreneurs have full confidence in 





the new entrant* In this respect the Colombo informal sector 
entrepreneurs would seem to be less liberal in their attitude when 
compared to their counterparts in African cities; in other words, 
some kind of a patron-client relationship is required in order to 
gain entry* To complicate the matter, ethnicity and regional origin 
also seem to play an important role in this process* in the 
vegetable and fish trade, for example, the Sinhalese from the 
southern region dominate while in the non-mechanised transport 
activity the Tamils dominate* 

ifhat is perhaps more interesting is that some of the informal 
sector enterprises are unable to extricate themselves from the above 
inter-relationships even if certain forms of assistance were 
extended to them* For example, when a programme was developed to 
assist hand-trolley operators to acguire their own vehicles through 
liberal credit it turned out to be a failure* In the process of 
severing the link between the trolley operator and the fleet owner 
on whom he depends, the former also lost his clientele partly 
because he was unable to provide a guarantee for the safety of the 
goods to be transported and partly because he could not wean the 
customers away from the fleet owner. 


The urban inf ormal se ctor* l i vin j 
conditions and envir o nment 

About one-third of the participants in the Colombo informal 
sector were not married* Nevertheless, only 9 per cent of the 
participants belonged to single-person households. As many as 46 
per cent of the participants 1 households had six or more persons per 
household* The median household size was thus close to six. In 
relation to the household size, the earnings of informal sector 
participants reported earlier seem to be quite modest or even 
inadequate for a decent living* Taking the average income per 
participant at Bs* 500 per month, the per capita income per month 
works out at less than Hs*100 (or approximately 8 US dollars)* 
These figures imply that the informal sector does not generate 
income adequate to meet the basic needs of households dependent on 
this sector. 

But a tabulation of households by earning members revealed 
that many of them had other earning members besides the participant* 
For every three persons engaged in the informal sector there were 
two employed in the formal sector; and 70 per cent of those employed 
in the formal sector were in the public sector. Additional earners 
were particularly important in households depending on informal 
trade and services. In addition to contribution from other earners, 
many of the participants also seem to derive income from farming* 
Per capita income per month in these households from all income 
sources would thus appear to be well above the per capita figure 
implied by the average observed in 1977 for the whole of Colombo 
M*C* area, namely Bs*741 per month per household* 1 

The implication of the above is of course that a majority of 
the informal sector particpants'* households have a respectable level 


1 Department of Census and Statistics, Government of Sri Lanka: 
Report on the U rban F amily B udget Sur vey 1977 (Colombo, 1978), table 
16. 



of income. This is also reflected in the fact that about 50 per 
cent of the participants live in well-constructed houses with 
masonry and tiled roof. Some 30 per cent live in houses with 
plastered walls and thatched roof and 10 per cent in houses with 
masonry and thatched or asbestos roof. This is indeed in quite a 
contrast with the living conditions of informal sector participants 
elsewhere. In terms of ownership, a third of the permanent type of 
dewelling units were owned, half rented and most of the remaining 
shared. Of the few with temporary structures, 62 per cent were 
owned, 20 per cent rented and 12 per cent shared. Purther, a 
majority of the permanent type of housing was served with 
electricity and had private watertaps. As for the rest of the 
permanent type of housing, they had electricity, common water supply 
and common toilet facilities. In other words, the living conditions 
of the informal sector participants were significantly better than 
the working conditions, thanks to the contribution of secondary 
earners. 


Evolutionary or i nvolution ar y growth ? 

The respectable levels of income generated in the informal 
sector should lead one to believe that there is a significant amount 
of savings and hence the capacity to grow. A number of case studies 
undertaken concurrently with the sample survey suggested that in the 
overwhelming majority of cases the successful entrepreneur utilises 
his savings either to start a different activity in the same 
locality and diversify his business or alternatively uses it for 
investment ir. children f s education or in land. In other words, very 
little vertical expansion would appear to take place in the informal 
sector of Colombo; much of the growth results from horizontal 
expansion. This is also consistent with the ownership status of 
business premises noted earlier. Even though a majority of the 
informal sector units had been in operation for several years only 
about a third of the sample units had any kind of structure at all 
and very few among them were owned. Given the negligible amount of 
capital used in these enterprises, it is clear that the bulk of the 
income generated in this sector accrues to labour. Absence of 
capital growth also seems to explain the dominance of single-person 
units (85 per cent of the sample) even though the median age of 
business was close to ten years. Notwithstanding the low level of 
capital requirement and the prevalence of substantial unemployment, 
the growth of informal sector units has been modest - only 10 per 
cent of the enterprises emerged during the year preceding the survey 
as compared to 26 per cent in Freetown and 18 per cent in Lagos for 
example. These findings seem to suggest that growth, if any, in the 
Colombo informal sector has been neither evolutionary nor 
involutionary. Two factors seem to explain this phenomenon: first, 
a decrease in the rate of growth of the formal sector in recent 
years noted earlier probably led to a poor growth in demand for 
informal sector gocds and services; and second, the bulk of the 
unemployed being young and more educated either do not find it 
attractive tc enter the informal sector or are unable to break the 
socio-economic barriers to entry discussed earlier. 



Conclusion 


Though various social welfare measures, particularly in the 
countryside, seem to have played an important role in preventing 
rural-urban migration flows, poor economic performance in the 
Colombo region would appear to be egually, if not more, important in 
explaining the absence of pull factors. ^ Unfortunately no regional 
income data are available to prove this contention. The only 
indirect indicator of this trend is based on the household survey 
data for the periods 1969/70 and 1977. Between these two periods 
the average proportion of household income spent on food and drink 
in the urban sector increased from 48.3 per cent to 55 per cent, 
suggesting a substantial decline in average real incomes. Another 
piece of evidence suggests that the average real income in the urban 


areas of Sri Lanka declined at the rate of 
during 1963-73. * 

1* 8 per 

cent 

per 

year 

In the absence of an adequate real 

economic 

growth 

in 

the 


Colombo region it is quite natural to expect little or no migration. 
It is also quite logical that the well-established informal sector 
enterprises seek to preserve their market share in the face of a 
stagnant, or even declining, aggregate demand for their goods and 
services through a variety of socio-economic relationships. The 
Colombo study would thus appear to suggest a positive relationship 
between the growth of the informal and the formal sectors. If this 
is true then it follows that the scope for labour absorption in the 
informal sector cannot be influenced in a significant way through 
various kinds cf assistance to the enterprises; the major focus 
would have to be on the process of economic development itself. 

Many of the participants in the Colombo informal sector seem 
to have additional earners in their households, notably in the 
formal sector. Conseguently only a small proportion of them, 
perhaps a quarter or so, seem to fall below the poverty line. It 
also follows that a large majority of the participants have decent 
housing and greater access to urban services as compared to other 
cities even though the conditions of work are less than 
satisfactory. Perhaps the major implication for environment emerges 
from the poor infrastructural facilities since only a few 
enterprises have temporary or permanent structures. An integrated 
approach to land-use planning, making provision for the location of 
informal sector enterprises without alienating them from the market 
opportunities could remove uncertainties associated with investment 
in premises and thus facilitate the growth of this sector. 


1 Oberaii A n overview o f stat e policies and internal migration 
in Asia # op. cit. , p. 33. 



CHA PTER 9. OCCUP ATI ONAL MOBILITY AND THE INFORMAL 

SECTOR IN J AKART A 


Hazel Moir* 


Even though Jakarta regional income increased at a respectable 
rate of some 6 to 7 per cent per year since the mid-1960s, the rate 
of unemployment in the city jumped from 7*4 per cent in 1961 to 12*8 
per cent in 1971* 2 Jakarta is one of the fastest- growing cities in 
south-east Asia; from about half a million in 1930 the population 
increased to over 4 1/2 million in 1971* The annual rate of 
increase in population during the 1960s was 5*6 per cent, double the 
natural rate cf increase* Needless to add, migration has played an 
important role in the process* Consequently, the labour force 
increased at an annual rate of 3 per cent* As in other developing 
countries, the formal sector was unable to absorb the increases in 
the labour force and thus almost half of the employed population of 
over 1 million is estimated to be engaged in the informal sector* 
Both the absolute and relative size of the informal sector in 
Jakarta makes it an interesting case study* 

The study on Jakarta covered manufacturing construction, 
transport, trade and services activities; and the sample, as already 
noted, was representative of all parts of the city* Also the 
Jakarta study differed from the studies cited thus far in that it 
sought to identify the informal sector activities through the house- 
holds rather than directly* As a result, the study was able to 
collect information not only about the enterprises from the 
respective heads but also about other informal sector participants 
in the selected households and about the households themselves. The 
evidence emerging from the above is disclosed below but in the 
reverse order* 


Hous e hQ^ds with informal s e ctor participants 

Data collected from 4,364 heads of households suggest that the 
population in them is evenly divided between males and females. The 
median household size was between five and six* Surprisingly, the 
proportion of sir gle-member households was only 2 per cent* As much 
as 14 per cent of the households had ten or more members* 


*. The author is currently at the Bureau of Industry Economics in 
Australia* The study was carried out by the National Institute of 
Economic and Social Research (LEKNAS) , Indonesian Institute of 
Sciences, Jakarta* The author is grateful to Dr. Suharso and Hr* 
Soetjipto Uirosardjono {of PPMPL and BPS) who were instrumental in 
carrying out the study. A shorter version of the study on which the 
chapter is based appeared in 1977; Hazel Moir and Soetjipto 
Wirosardjono, "Sektor Inforail di Jakarta”, in Hidyapura # Nos* 9- 
10, 1977, pp. 49-70* The full-length version of the study appeared 

as Jakarta Inf orm al S ecto r# LEKNAS Monograph Series, Jakarta: 

LEKNAS-LIPI, 1978 (163 pages)"* The author prepared the study while 
at LEKNAS as a Eemographic Consultant* 

2 S*?. Sethuraman: Jakarta; Urb a n development and employment 
{Geneva, ILO, 1976). 



Less than a third of the households lived in permanent 
structures/ of which some 84 per cent had water facilities and 38 
per cent electricity; and 16 per cent had neither of the two. What 
is more interesting is that 14 per cent of these households/ though 
living in permanent structures/ were actually homeless; they neither 
owned nor rented nor shared the premises. The proportions of 
households owning/ renting and sharing accommodation were 
respectively 61/ 19 and 6 per cent. Eleven per cent of such housing 
was claimed to be illegal. 

Among those in temporary housing (about 70 per cent of the 
sample households) , a majority did not have either water or 
electricity. Only 4 per cant had electricity. Over a quarter of 
these households claimed that they were homeless. Some 46 per cent 
owned their premises while 22 per cent rented/ and the remaining few 
shared the accommodation. Again/ as expected, 70 per cent of the 
temporary housing was illegal. 

The housing situation for these households in Jakarta is thus 
in sharp contrast to that m Colombo; over 40 per cent of the total 
illegal and without either water or electricity. More than a 
quarter of the total were actually homeless or nearly so. The poor 
living conditions for a substantial proportion of these households 
raise several issues concerning the role of the urban informal 
sector in Jakarta in ameliorating the urban environment. In 
particular, the relationship between self-help housing schemes in 
the Kampqng s (or slums) and the informal sector activities needs to 
be explored further. 


Informal sector parti cipant s 

The number of participants in the informal sector, as a head 
operating his own enterprise or as a paid or unpaid worker, in the 
sample households was 5,359; they were identified as belonging to 
the informal sector through a screening process, viz. by addressing 
a few questions to all those above 10 years and working, in the 
selected households. Thus, at least some of these households had 
earning members outside the informal sector, viz. formal sector 
including the Government. Of the 5,359 participants, 4,367 or 81 
per cent were heads, running their own business. In other words, 
one out of five participants was a paid or unpaid worker in the 
informal sector. In view of the dominance 1 of the heads of 
enterprise among the participants much of the evidence below can be 
interpreted as applying to the entrepreneurs. 

As elsewhere, only a minority of the participants, about a 
quarter, were women. The median age, for men and women, was between 
35 and 39 years - significantly higher than 28 years observed for 
migrants, discussed later. Less than 18 per cent of the 
participants were young, below 24 years; nearly a guarter of them 
were above 44 years. Turning to education, significant differences 
were found between males and females. Among males, 20 per cent had 
no schooling and 60 per cent had primary level of education or less; 
the corresponding figures for females were 50 per cent and 38 per 
cent. Though the average education of men was higher than women. 


1 Dominance of heads of informal sector enterprises in the 
sample was due to the sample design. 



the median number of years of schooling for both combined was around 
three years of schooling, much lower than is found elsewhere* It is 
also interesting to note that the informal sector participants in 
Jakarta had fewer years of schooling on the average as compared to 
that of total employed population in the city in 1971, which should 
be expected# 


Hole of migra tion 

It was mentioned at the outset that migration played an 
important role in Jakarta*s population growth# Sixty per cent of 
the participants {59 per cent of males and 63 per cent of females) 
were born outside Jakarta but only a few of them were recent 
migrants# Of those born outside Jakarta, 61 per cent had migrated 
more than ten years preceding the date of interview and 19 per cent 
between five and ten years. Thus, 20 per cent may be called as 
recent migrants who came to Jakarta during the preceding five years; 
the corresponding figures for Freetown and Lagos were respectively 
26 and 30 per cent# But when compared with the 1971 population 
census, the above figure appears to be substantially lower# As much 
as 38 per cent were reported to have migrated to Jakarta during the 
five years preceding the census. * Though one could argue that the 
sample did net cover adequately the areas where recent migrants tend 
to settle, the difference is at least partly attributable to the 
dominance of enterprise heads in the sample# The median age of 
recent migrants, as mentioned earlier, is substantially lower (27 
years) than for all the participants# But still it is significantly 
above that recorded in the population census (about 22 years); the 
difference cculd partly be attributed to the dominance of heads of 
enterprises in the sample who generally tend to be older than the 
workers* 

Migrants in the informal sector of Jakarta did not differ 
substantially from the natives in terms of education. For example, 
among males 17 per cent of the migrants had no schooling as compared 
to 22 per cent for natives of Jakarta. A greater proportion of the 
recent male migrants had between one and six years of schooling as 
compared to the natives {67 per cent versus 59 per cent) . 

One of the interesting findings of the Jakarta study pertains 
to rural-urban origin of the migrants# Of 85 per cent who migrated 
from within Java to Jakarta, over two-thirds originated from rural 
areas* But if one looks at the recent migrants only, of 86 per cent 
from within Java, over three-quarters come from rural areas* These 
findings suggest that: (a) migration from within Java is more 
important than that from outer islands; (b) rural-urban migration is 
more important than urban-urban migration; and (c) rural-urban 
migration seems to be gaining more importance# As elsewhere, the 
region adjacent to Jakarta, West Java, accounted for 44 per cent of 
the total number cf migrants in the informal sector; but among 
recent migrants Central Java, slightly farther from West Java, is 
more important {45 versus 36 per cent)# 

Unlike in Lagos where 85 per cent of the migrant entrepreneurs 
visited their place of origin at least once a year, only half of the 


Sethuraman, Jakarta: Urban de velopment and employment * op. 

cit. , p. 95# 



migrant participants in Jakarta visited their place of origin at 
least once during the year- Thus/ the link between the urban 
informal sector and the migrants* place of origin is relatively 
weak- Of course, such links tend to he weaker the longer the 
duration of residence in Jakarta. 1 


and l abo ur 


Ninety per cent of the informal sector participants were in 
two occupational categories: 63 per cent as sales workers and 28 per 
cent as production workers- Relatively more sales workers and fewer 
production workers were present among migrants. To what extent have 
the migrants improved their position by entering the informal sector 
in Jakarta? In the absence of relevant income data, the structure 
of previous and current occupation of migrants would seem to throw 
some light or this issue- First, 64 per cent of the migrants never 
had a job before they migrated to Jakarta- In other words, they 
were unemployed or outside the labour force. This percentage was 
slightly smaller, 61 per cent, for recent migrants. Second, of 
those who were employed before migration, half were in agriculture. 
These findings suggest that migration was indeed beneficial to these 
persons though the exent to which they benefited is not known. Only 
about 6 per cent of the participants, both migrants and natives, had 
unstable (or variable) occupations throughout the year. 


One of the interesting aspects of the Jakarta study is its 
focus on occupational mobility within the informal sector. Does 
this sector provide opportunities to its participants to improve 
their occupational, and hence income, status? First it should be 
noted that for nearly two-thirds of the participants their current 
job is their first job; that is, they were unemployed or outside the 
labour force before. Among those who did change their occupations 
(i-e- 1,860 participants), a third changed to other jobs within the 
same occupational category- Other significant changes in 
occupational distribution {only for those who changed) were as 
follows: 61 per cent were in sales worker category at the time of 
the survey as compared to only 34 per cent before; 28 per cent were 
in production worker category at the time of the survey as compared 
to 15 per cent before; none were in agriculture during the survey 
period as compared to 28 per cent before; and 9 per cent were 
currently employed as service workers as compared to 13 per cent 
before. Thus there seems to be a tendency for informal sector 
participants to concentrate in two specific occupational groups: 
sales workers and production workers. 


One of the hypotheses examined by the Jakarta study in this 
context was that learning new skills contributed to greater 
occupational mobility. The survey results indicate that of the 35 
per cent who did change their occupation 46 per cent did so after 
learning new skills. Further, it appears that the more educated 
persons resorted to learning skills before changing occupations to 
a greater extent than those with little education. For example. 


For some evidence contradicting the above, emphasising the 
importance of circular migration, see L. Jellinek: "Circular 
migration and the p ondo k dwelling system: A case study of ice cream 

traders", in P.J. Rimmer et al. (eds.): Food, shelter and transport 

i n^southreast _A s i a and the Pacific (Canberra, 1978) . 



only 40 per cent of the illiterates and 42 per cent of primary 
school dropouts who changed their occupation learnt new skills 
before doing so; in contrast, the corresponding percentages for 
junior and senior high school graduates and university graduates 
were respectively 55 and 58 per cent. 

It is also clear from the evidence that the less-educated 
participants rely more on friends for learning such skills than the 
better-educated ones who acquire their skills from training centres, 
employers and other sources. For example, 83 per cent of 
illiterates who learnt new skills before changing their job relied 
on friends as a source as compared to 38 per cent for high school 
and 28 per cent for university graduates from the same source* The 
incidence of job mobility, however, showed little variation between 
different educational categories; the proportion of participants 
reporting a change of occupation was; illiterates, 36 per cent; 
literates with no schooling, 38 per cent; incomplete primary, 37 per 
cent; completed primary, 34 per cent; junior high school, 30 per 
cent; senior high school, 28 per cent; and university graduates, 38 
per cent as compared to the over-all figure of 35 per cent* 

When asked about gob satisfaction, two-thirds of the 
participants were satisfied; of the remaining, a majority was 
looking for a better job in a similar occupation while the rest in 
a different occupation* But the greater the level of education, the 
greater the proportion dissatisfied with their current job. These 
findings would seem to suggest that there is some positive relation- 
ship between the level of education and occupational mobility. 

The survey data showed that 38 per cent of the participants 
secured their current job without much effort while 46 per cent had 
to do some search and 16 per cent after a great deal of search. 
Participants with few years of education (i*e. between one and six 
years) had to undertake more search than others; but those with 
junior high school education or more had to put in considerable 
effort, presumably because they have stronger preferences for 
certain types of jobs* To assess the current labour market 
situation, the participants were asked whether they could find 
another job similar to the one they were holding if they guit* 
Interestingly enough only 11 per cent of the sample participants 
replied in the affirmative; over half, particularly among the 
uneducated or less educated ones, admitted that they would have 
great difficulty in finding another job* 

Though the extent of occupational mobility was limited among 
the participants as a whole, the data for wage earners show a 
different picture. First, 18 per cent of the male wage eanrers had 
held their current job for less than a year and 40 per cent for 
between one and two years. It could either mean that there is 
considerable labour turnover in the sector or that most of the wage 
earners are new entrants to the labour force. For women wage 
earners, 47 per cent had held their current job for less than a year 
and 37 per cent for between one and two years. These findings 
suggest that there is a considerable amount of labour turnover among 
the wage employees in the informal sector. 

One of the policy instruments for improving the incomes of 
informal sector participants is to use training as a means for 
greater job mobility* But the Jakarta study shoved that 
surprisingly mere than 75 per cent of the participants did not want 



to change their job at all. In fact the less-educated ones were 
more reluctant to do so. Of those who were willing to change, 37 
per cent wculd accept free training without any reduction in their 
current wages; and most of the remaining were willing to be trained 
with reduced wages or even without wages. Thus, training would seem 
to play only a limited role in bringing about job mobility, in 
other words, most of the participants seem to anticipate little 
benefit from training per ,se ; credit and other kinds of assistance 
would seem to be much more important to them. 

It is also sometimes hypothesised that the informal sector 
participants have a general preference for wage employment rather 
than self-employment. But an overwhelming majority of the Jakarta 
sample, 86 per cent, preferred self-employment which may be partly 
due to the stress on self-employment in the sample design; and two- 
thirds of them wanted assistance in the form of capital and/or legal 
recognition and 26 per cent, particularly those with more education 
and those in production activity, in management skills. 


Conditi ons of w ork 

The Jakarta survey found, as in the case of Colombo, that 
nearly a quarter of the participants had no fixed place of work; 
presumably most of these were hawkers and vendors and to some extent 
transport workers. Among those who did have a fixed place of work, 
46 per cent operated in their own residence which, as already noted, 
was generally poor in terms of urban facilities; and another 43 per 
cent worked in the same neighbourhood, within a kilometre radius 
from the residence. Thus, they are strongly linked to the 
neighbourhood in which they also live. It also implies that their 
working conditions cannot be improved significantly without 
improving the living conditions themselves unless the place of work 
is separated from residence. 

Over half of the male and two-fifths of the female 
participants worked for over eight hours a day; there seems to be 
some underemployment in terms of hours of work per day. Since the 
question of wage payments is applicable to wage earners only, only 
a small fraction of the participants responded to this guestion. A 
third of the male wage earners received their wages on a daily 
basis; 29 per cent on a weekly and 18 per cent on a monthly basis. 
Eighty per cent of them received wages in cash. For most of the 
wage earners, the wages received did not vary (or varied very 
little) between different wage periods. 


e£££i§e 

It was noted in the last section on informal sector 
participants that a quarter of them did not have a fixed location 
for work. In the sample enterprises however a slightly larger 
proportion, about a third, did not have a fixed location. Half of 
those in variable location were in trade (as hawkers) and a guarter 
in transport. Surprisingly, some 6 per cent of them were also in 
manufacturing. Host of the transport enterprises, guite naturally, 
did not have a fixed location since they operated vehicles, half 
power operated (three-wheelers) and half manually operated (cycle 
rickshaws or feeca ^s) . Even in other activities, some 20 per cent or 
so had some kind of a vehicle for business purposes. As expected. 



larger enterprises without fixed location tended to use power- 
operated vehicles more frequently while the smaller ones relied on 
manually-operated vehicles* 

In terms of other operational characteristics, only 13 per 
cent of the enterprises were subjected to seasonal fluctuations in 
hours of operation* Seventy-four per cent had fixed hours of work 
and the average number of hours worked per day was nine* 

Virtually all the 4,367 enterprises were run on a sole 
proprietorship basis* Age distribution of the enterprises shows 
that 10.6 per cent of them came into existence during the year 
preceding the survey which seems to suggest that the gross annual 
birth rate of enterprises in the informal sector has been around 12 
per cent* The corresponding rate for trade and services sectors was 
higher and fcr manufacturing and construction sectors substantially 
lower* In other words, as in the case of Africa, a greater 
proportion of the recently emerging enterprises was in trade and 
service activities which require relatively little capital as 
compared to manufacturing and construction . The age distribution 
also shows that 21 per cent, 30 par cent, 19 per cent and 20 per 
cent of the enterprises were in the age groups 1 to 2 years, 2 to 5 
years, 5 to 10 years and over 10 years respectively* Unlike in 
Colombo, where a majority of the enterprises were over 5 years of 
age, only 39 per cent of the Jakarta enterprises belonged to this 
category* In this respect, Jakarta is closer to Lagos and Freetown 
where two-thirds or more of the enterprises were under 5 years old* 
Thus there seems to be a positive relationship between migration 
flows and the growth of the informal sector in terms of number of 
enterprises. 


Size distr i bution of enterp r ises 

and emp loyment 

Only 1C per cent of the informal sector enterprises in Jakarta 
had workers in addition to the head of the enterprise* Three- 
quarters of them had between one and three workers besides the 
entrepreneurs* The sample of 4,367 enterprises had a total 
workforce of 5,802 persons including the head; thus, the average 
size per enterprise was only 1*33* As elsewhere, a greater 
proportion of those engaged in manufacturing hired workers; while 58 
per cent were one-person enterprises, 17 per cent employed five or 
more persons including the head* 

As in the case of the participants discusssed earlier, the 
bulk of the 1,435 employees in the informal sector (5,802 minus 
4,367 heads) was males (79 per cent) . Host of them were employed on 
a full-time basis* A majority of the enterprises having employees 
paid wages, mostly on a regular basis (daily, weekly, monthly or 
annually)* Thus, only a few enterprises in the informal sector had 
unpaid workers. 

When the enterprises were asked about the origin of their 
workers, it was discovered that only 12 per cent of them obtained 
their workers from other enterprises* Over half of the enterprises 
said that their workers were unemployed before* Only a quarter of 
the enterprises reported that their workers were migrants, mostly 
from rural areas. 



Though many enterprises did not respond to questions on wages 
the evidence emerging from the study is nevertheless worth noting. 
Based on the response from some 200 enterprises, the average daily 
wage paid to workers varied between a minimum of Rp. 468 and a 
maximum of Rp*611 suggesting that the actual average might have been 
around Rp.5GC per day. Both the minimum and the maximum were 
somewhat higher in manufacturing. In fact the distribution of 
enterprises by average daily wage shows that 19 per cent paid a wage 
of under Rp.20C (or roughly US$3. 50) per day; 26 per cent between 
Rp. 200 and Rp.40C; 8 per cent between Rp.400 and Rp. 500; 14 per cent 
between Rp.SCC and Rp.600; and 32 per cent above Bp. 600. The median 
daily wage seems to be around Rp. 500 (or US$1.25). Taking 25 
working days per month the above implies an average monthly wage of 
Rp.12,500. How does it compare with the incomes elsewhere in 
Jakarta? The minimum wage for the government worker in the lowest 
grade with about six years of schooling during the early 1970s was 
about Rp. 6 ,C 00 per month. The minimum wage in the foreign private 
sector seems to have been around Rp. 8,800 per month during the early 
1970s. * Making allowance for an average rate of inflation of about 
23 per cent per year during the 1970-76 period, the average income 
of informal sector workers in Jakarta estimated above would seem to 
be substantially lower than tnat in the formal sector. Thus, only 
a few wage workers seem to earn incomes comparable to the minimum in 
the formal sector. 

Gross value added showed considerable variations among the 
enterprises. Though 28 per cent of the enterprises had a gross 
value added per worker per week of over Rp. 15,000 (or US$36), the 
median value was around Pp. 7,000 (or US$17) per week. In terms of 
per annum it works out to about US$850 per worker, which is not a 
small sum cor sidering the little capital employed and the conditions 
under which it is generated. It is more than thrice the estimated 
annual per capita income of US$240 in 1976. For enterprises without 
any employees besides the head - i.e. single-person establishments 
- the median value added is also around Rp. 7,000 per week since 90 
per cent of the Jakarta sample belonged to this category. This 
implies that the median value of earnings of heads is about Rp. 7,000 
per week - i.e. net return after meeting all production expenses. 
In other words, the median earnings of entrepreneurs in this sector 
seems to be more than twice the median wage of workers noted above. 
It also suggests that the average income of entrepreneurs compares 
favourably with the minimum prevailing in the formal sector. 

Since the value added shows considerable variations ranging 
from negative values for some 5 per cent of the enterprises to over 
Rp. 15,000 per week for some 28 per cent of the enterprises, perhaps 
it is more appropriate to use the weighted average value rather than 
the median. Excluding the few with a negative value added and 
taking Rp.15,000 per week as the average value for the top 28 per 
cent (i.e. underestimating the latter«s contribution), the average 
value added per enterprise works out to Rp. 8,448 (or approximately 
US$21) per week. (The corresponding figure for single-person 
enterprises is also about the same in view of their overwhelming 
importance in the sample.) These findings thus seem to support the 
evidence from other studies that there are significant disparities 
in income even within the informal sector. 


1 Sethuraman, Jakarta; Urban development and employment , op. 

cit., p. 118. * ~ 



c ontribution to GDP 


The evidence above suggests that the average value added per 
enterprise was about US$21 per week or about US$15,8 per person per 
week* Taking 50 work weeks per year, the average value added per 
worker per year was around US$800. Given that at least half a 
million persons were employed in the informal sector in the mid- 
1970s, 1 it would seem that this sector generated a total gross value 
added of at least US$400 million. The regional gross domestic 
product of Jakarta in 1971 was Bp. 252 billion* (or US$611 million) 
which however excludes much of the income generated in the informal 
sector. Taking an annual rate of growth of 9 per cent observed for 
the late 196Cs, the regional gross domestic product originating from 
sectors other than the informal sector in 1976 might be estimated at 
US$940 million. In other words, the informal sector in Jakarta 
would seem to contribute about 30 per cent of the total income 
generated in the region (i.e. US$400 million as a per cent of 
US$1,340 million). 


Linkages and competition 

It was already stated that the bulk of those in fixed location 
operated within their own residential neighbourhood. Host of those 
without fixed locations seem to operate in commercial areas. This 
is also consistent with the finding that a third of the sample 
enterprises reported that they approach their customers, presumably 
in hawking, vending and transport activities. 

Eighty-seven per cent of the enterprises sold their goods and 
services to households exclusively. Host of the remaining few sold 
to other small enterprises and/or households. Linkage with the 
formal or the government sector was thus virtually absent. Given 
the strong orientation toward the final consumers, it is quite 
natural that over 80 per cent of the enterprises saw little scope in 
increasing the demand for their products through the formal sector. 

There are, however, other forms of linkage with the 
Government. Though only a quarter of the enterprises were 
registered and had a licence, in transport activities more than half 
reported so. About two-fifths of the sample enterprises said that 
they were recognised by the Government. Similarly, only a minority 
reported paying taxes; only a quarter of the sample claimed that 
they were legal; and 21 per cent were subject to some kind of an 
inspection. Host of such linkages were confined to transport 
enterprises. 

What about backward linkages? Only a few of the sample 
enterprises bought services, and that too mostly from other 
individuals. But, in terms of raw materials purchase, half of them 
relied on small enterprises and 22 per cent relied on other sources 
in addition to small enterprises. Host of the remaining, 
particularly in trade, depended on households. 


1 Based cn the assumption that 41 per cent of total employment 
in Jakarta is m the informal sector; and that the labour force has 
been growing at 2. 9 per cent per year in Jakarta. See Sethuraman: 
Jakarta; Urban development and_eiEioyment , op. cit. 


* ibid., p. 11 



With regard to competition, about half the enterprises, 
particularly in transport activity, felt^ there was too much 
competition* Some 12 per cent of the enterprises felt that other 
enterprises produce goods and services similar to their own and 
cheaper* The results suggest that demand constraint is more 
important than competition based on lower costs and better quality 
of goods and services produced* 


Growth and exp a nsi on 

One of the important dimensions of growth within the informal 
sector is the number of enterprises* It was observed earlier that 
the number of such enterprises seems to be growing at a gross annual 
rate of some 12 per cent* Breakdown of the data by size of 
enterprise also suggests that tne new enterprises that are emerging 
are smaller in terms of employment* For example, 91 per cent of the 
enterprises under one year old were single- person enterprises as 
compared to 87 per cent among those ten years and older* The 
implication of this is of course that the rate of growth of 
employment is somewhat smaller than the rate of growth of number of 
enterprise in the informal sector* Further, as already noted, a 
somewhat larger proportion of the older enterprises seemed to be in 
more productive activities such as manufacturing* For example, 54 
per cent of manufacturing units were five years old or older as 
compared to 37 per cent in trade* 

With regard to vertical expansion, nearly three-quarters of 
the sample enterprises seem to be faced with one constraint or 
another* For 30 per cent it was lack of demand, and for 35 per cent 
it was lack of capital. Though the remaining mentioned other 
constraints, government policies and lack of premises were cited as 
constraints only by a few. As expected, for those engaged in 
transport activity, government policies were a more important 
constraint than either capital or demand; this is understandable 
because the Government of Jakarta has been gradually restricting the 
areas in which the cycle rickshaws (or becaks) are allowed to 
operate* 

But when the enterprises were asked about the kinds of 
assistance they would like to receive, over three- guar ter s mentioned 
about cheaper credit facilities* Unlike in other studies, over two- 
thirds also wanted suitable business premises. Elimination of taxes 
and licence requirement, provision of training facilities and 
technical know-how, etc. were important only to a third or so of the 
sample enterprises* Preference for different kinds of assistance, 
however, showed some variations between activities* Though credit 
facilities and provision of premises were mentioned by all, for 
those in manufacturing and construction, assistance in the form of 
technical know-how and training facilities, incentives to produce 
and measures to increase formal sector demand for their products 
were important too* When the enterprises were asked to rank the 
different forms of assistance, provision of credit facilities and 
premises, in that order, turned out to be the most important; 44 per 
cent voted for credit and 26 per cent for premises* 


The Jakarta study, as noted earlier, showed that many 
participants in the informal sector live in poor housing conditions; 



further, a substantial proportion of them are also migrants* 
Notwithstanding the respectable levels of employment and income 
generated in the informal sector, much of the population dependent 
on this sector is living under poor housing conditions with 
inadeguate urban infrastructural facilities* The study therefore 
wanted to ascertain the extent to which the present concentration of 
informal sector activity in Jakarta can be decentralised* The 
informal sector participants in general and the entrepreneurs in 
particular were therefore asked about their willingness to move out 
of Jakarta and, if yes, under what conditions* 

Of the 5,359 participants, only 14 per cent were willing to 
move out of Jakarta* The reasons for not moving out were: travel 
cost (9*8 per cent); children's education (10*3 per cent); 
employment for other family members (16*6 per cent); other reasons 
(38*4 per cent) ; and the remaining cited a combination of the first 
three reasons. 

Among the 4,367 heads, only 11 per cent were ready to move out 
of Jakarta; 23 per cent were ready to move out, but unwillingly; and 
the remaining two- thirds were rot willing to leave at all. 
Interestingly enough, 53 per cent of the heads were not even willing 
to move within Jakarta to another location; 27 per cent said that 
they will move unwillingly and 23 per cent will move readily* 

The above findings would seem to suggest that any policy 
designed to improve the urban environment through population 
redistribution could only have a limited success* 

Though the flow of migrants into Jakarta in recent years seems 
to be significantly smaller than for example in Africa, the findings 
suggest that a large majority of the informal sector participants 
live and work in poor physical conditions* Further, work 
opportunities seem to be highly location- specific* Also many 
enterprises operate in residential premises or areas* In so far as 
these enterprises are engaged in certain types of manufacturing and 
repair activities and catering prepared food that contribute to 
pollution and/or deterioration in urban environment, clearly there 
is a need to improve the physical conditions and infrastructural 
facilities. The Jakarta Government's current efforts to relocate 
certain activities in a better environment without necessarily 
hurting the employment opportunities are of course steps in the 
right direction. Similarly the Sampong improvement programmes based 
on the self-help approach that are unigue in Indonesia already seem 
to have made a significant impact on the environment in slums* The 
scope for involving the informal sector enterprises in this task 
however requires further exploration* 


Coac^ugign 

Though only about 60 per cent of the informal sector 
participants in Jakarta had migrated mainly from rural areas as 
compared to 80 per cent or more in Freetown, Lagos and Kumasi, 
perhaps half the total employment in the city is generated in the 
informal sector. The informal sector probably contributes about 30 
per cent of the total income generated in the Jakarta region* Most 
of the participants were men and less than a third were below 30 
years old, though a greater proportion of the migrants were younger. 
The median level of education seems to have been only three years or 



so* In terms of occupation/ most of them belonged to either sales 
worker or production worker categories# For nearly two-thirds of 
the migrants/ the informal sector seems to have provided their first 
job/ emphasising the employment-generation aspect of this sector. 
For many others/ the sector facilitated their switch from 
agricultural to non-agricultural employment. Further, within the 
informal sector, a third seem to have moved to different jobs though 
generally within the same occupational groups. -Thus the sector 
seems to offer some job mobility* The trends in mobility also 
suggest a tendency fcr concentration in sales and production worker 
categories* To some half of those who experienced job mobility, 
particularly the better-educated ones, acquisition of new skills 
seems to have facilitated their move* As elsewhere, informal sector 
sources of training played a dominant role. 

Some two- thirds of the participants were satisfied with their 
current job; and the level of dissatisfaction seems to be greater 
for better-educated ones* Also the less-educated ones experienced 
less difficulty in finding a job. Though only a small fraction of 
the informal sector participants were wage workers, the latter seem 
to have greater job mobility; nearly 60 per cent had held their job 
for under two years* This is partly explained by the poor working 
conditions reflected in low wages, long working hours and job 
instability* But an overwhelming majority of the participants in 
general preferred self-employment. 

Signficant income inequalities within the informal sector seem 
to exist, partly due to differences in earnings between the heads 
and the workers* Since only a tenth of the enterprises engaged wage 
workers, much of the inequality seems to be the result of variations 
in capital and in the type of activity. The median daily wage of 
workers seems to have been around Rp.500 per day or Ep. 3,000 per 
week, which is substantially lower than the minimum wage prevailing 
in the formal sector. In comparison with the median earnings of 
heads (about Rp* 7,000 per week), it is less than half* 

Notwithstanding the sizeable number of persons engaged in this 
sector (perhaps half a million) , most of the participants (over two- 
thirds) lived in temporary structures with poor urban services and 
many operate their business in taeir own premises or in the same 
neighbourhood. These findings raise serious questions: to what 
extent can improvements in the physical environment contribute to 
better working conditions and higher productivity and incomes in 
this sector? And to what extent can the development of this sector 
contribute to improved living and working environment? These are 
indeed the major issues for initiating action-oriented programmes in 
this field* 



CHAPTEE 1 3+ T HE MANIL A INFORMAL SECTOR: IN TRANSITION? 

Gcnzalo M. Jurado et al. 1 


Occupying cnly a little more than one-tenth of 1 per cent of 
the country* s land area. Greater Manila had about 8,9 per cent (3*7 
million) of the national population (41*8 million) in 1975. The 
unemployment rate in Manila ranged from 7.1 to 14.2 per cen+ of the 
labour force during the period 1967-74 as compared to 4.4 to 9.8 per 
cent for the country as a whole. That internal migration continues 
to play an important role in the process is evident from the 
regional income disparities: 5,059 pesos per capita per year in 
Greater Manila as compared with 2,160 pesos for the nation, in 1975. 
It is in this context that the study on the urban informal sector in 
Manila assumes considerable significance. For example, what has 
been the role of the informal sector in absorbing labour and 
bridging the income gap between the city and the countryside? 

The Manila informal sector survey carried out during March-May 
1976, unlike otter informal sector studies, relied on an existing 
sampling frame of small enterprises with fewer than ten workers per 
enterprise. This approach, while facilitating the sampling 
procedures, might have led to the exclusion of very small 
enterprises without a fixed and/or permanent location. Though an 
effort was made to include new enterprises which came into existence 
in recent years, the bulk of the sample units had been in operation 
for at least four years. Farther, the adoption of a stratified 
simple random sampling procedure led to a heavy concentration of the 
sample enterprises in trade activity. Though the survey sought to 
cover manufacturing, construction, transport, trade and service 
activities, 71 per cent of the sample belonged to trade alone; 15 
per cent were in services and 12 per cent in manufacturing; thus, 
only a negligible proportion of the sample units were engaged in 
construction or transport activities. However, the number of 
manufacturing units covered was around 4C0 since the sample size was 
larger (3,50C units). The distribution of sample units by activity 
already suggests the overwhelming importance of trade activity in 
the Manila irfccmal sector as in the case of Jakarta and elsewhere. 
Unlike other studies, evidence emerging from the survey is presented 
below separately for each of the major sub-sectors. 


THE INFORMAL MANUFACTURING SECTOR 


Nearly two-thirds of the sample enterprises were engaged in 
the manufacture of textiles, wearing apparel and leather products 
(other than footwear) ; food processing accounted for about 11 per 
cent; wood and related manufacturing, 6 per cent; and metal- 
related manufacturing, 8 per cent. Thus, manufacture of consumer 
goods plays a dominant role. 


1 Associates in this work were: Ruperto P. Alonzo for the 
informal trar sport sector; Dante B. Canlas for the manufacturing 
sector; Ricardo D. Ferrer for the trade sector; Rosa Linda P. 
Tidalgo for the services sector; and Armando A. Armas and Judy S. 
Castro for the overview. 



Partly as a result of the sampling procedures adopted, 
virtually all the enterprises aad a fixed location, mostly (95 per 
cent) in permanent structures; 91 per cent of them had access to 
water and electricity - unlike in other cities cited earlier. Also 
96 per cent of the enterprises were accessible through paved roads. 
Furthermore, most cf them were legally recognised and many (81 per 
cent) were even subject to government regulations or inspections. 
In this sense they are similar to their formal sector counterparts. 


Employment, l abo ur market and ea r ning s 

The average size of these enterprises in Manila in terms of 
employment was somewhat smaller than 4.46 persons for the informal 
manufacturing seGtor in Kumasi. It was close to four persons 
including the head; the 402 sample units provided employment to 
1,566 persons* Over 9C per cent of the workers were employed on a 
full-time basis; about a third of them were females. Nearly half 
the sample erterprises did not have any employees at all* 

Unlike in ether studies, the Manila study showed that almost 
all the informal manufacturing enterprises (96 per cent) hiring 
workers had difficulty in recruiting skilled labour; provision of 
skills could thus play a singificant role in employment promotion in 
this sector* It is also encouraging to note that 57 per cent of- the 
entrepreneurs showed interest m availing government training 
facilities fer the benefit of their workers provided the cost of 
doing so is small. 

Turning tc wages, table 1 relow shows the range of wage paid 
to males and females. 


Table 1 ; Distribution of enterprises with full-time 
wag e worker s by minimum an d ma x imum daily 
wag e paid t o males and females 

(per cent) 


Daily wage (pesos) 

Males 


Females 



Maximum 

Minimum 

Maximum 

Minimum 

Under 5 

0.9 

30.7 

14.3 

47.6 

5-10 

27.1 

42.7 

33.3 

35.7 

10-15 

36.9 

20.9 

36.9 

14.9 

15-20 

20.0 

3.6 

8.9 

1.8 

20-25 

9.3 

1.3 

6.0 

- 

25+ 

5.8 

0.9 

0. 6 

- 

Total 

100.0 

100.0 

100.0 

100.0 

Average daily wage 
(pesos) 

13.7 

8.5 

10.9 

7.2 


First, it should be noted that the study sought to collect 
wage data from the head of the enterprises. Second, since some 






enterprises had several workers the study, instead of collecting 
data on wages £aid to eacn worker, simply obtained the minimum and 
the maximum paid tc males and females separately* The evidence 
suggests that in the case of males, 37 per cent of the enterprises 
engaging male workers paid a maximum daily wage of under 1C pesos - 
the legal minimum wage; only about a quarter of these enterprises 
paid a minimu m of 13 pesos per day* It is thus clear that a large 
majority of these enterprises paid wages to male workers below the 
legal minimuir. What about females? The situation seems to be 
worse* Nearly half the enterprises engaging female workers paid a 
maximum daily wage below the legal minimum - suggesting that women 
are worse off. It is more striking to note that only 16 per cent of 
the enterprises paid at least the equivalent of the legal minimum 
wage. Perhaps it is more illuminating to look at the average 
minimum and maximum daily wage* For males, the minimum daily wage 
was around 8.5 pesos and the maxxmum 14 pesos; and for females the 
corresponding figures were respectively 7.2 and 10.9. These 
findings are similar to evidence cited in other studies; though the 
average wage of workers was around the legal minimum, a majority was 
below that level. Further, women receive lower wages than men. 
These findings are somewhat surprising given that most of these 
enterprises are subject to government inspection/regulation. 

How do the earnings noted above compare with the formal 
sector? Taking 252 working days per year, the above findings imply 
an annual wage of between 2,125 and 3,500 pesos for males and 
between 1,80C and 2,725 pesos for females. Based on the 1972 census 
of establishments, the average w-age per worker in small manu- 
facturing units in Manila was estimated at 1,893 pesos per year; 
taking an average annual rate of inflation of 15 per cent, it is 
equivalent tc about 3,300 pesos per year in 1976. But according to 
the same scurce of data, the average wage in large establishments 
was around 7,917 pesos per year (or about 14,000 pesos per year in 
1976} . It follows that many workers in the informal manufacturing 
sector not only receive below the legal minimum wage but also less 
than a quarter of what their counterparts earn in the formal sector. 


CaeiSaj, 

One of the virtues of the informal sector is its low capital 
requirement per worker. The Manila study showed that capital in the 
form of fixed assets (excluding land and buildings} varied 
enormously between the enterprises from under 50 pesos to 150,000 
pesos, the average, however, was around 8,000 pesos per enterprise 
or about 2,OCO pesos [approximately US$300] per worker - 
substantially higher than elsewhere. That the distribution of 
enterprises by fixed assets employed is highly skewed is clear from 
the fact that the median value of such assets was only 3,000 pesos 
per enterprise. Since most of the enterprises were renting the 
premises the survey did not attempt to capitalise the value of such 
assets. Capital being a major constraint, as will be shown below, 
only 62 per cent of the enterprises obtained their capital goods 
new; most of the remaining bought them as second hand. Thus, 
recycling of capital goods seems to be an important feature in this 
sector. 



Table 2 presents the distribution of enterprises by gross 
value added per week separately for manufacturing and other sectors. 
The median and mean gross value added per week per^ enterprise seem 
to be around 26C ana 425 pesos respectively. Taking the average of 
four workers per enterprise these figures imply a weekly gross value 
added figure of 65 and 106 pesos per worker respectively (or 11 and 
18 pesos per day/ assuming a six-day working week) • The average 
lanour productivity would thus seem to exceed the legal minimum 
daily wage of 10 pesos. 


T able 2: Distributio n of en t erprises by gross 
v alue added per week 


(per cent) 


Gross value added 
(in pesos) 

Manufacturing 

Trade 

Transportation 

Services 

Total 



10C.0 

100.0 

10C.C 

100.0 

Under 

50 


17.9 

27.8 

20.9 

20.9 

51 

- 

99 

10.0 

6.6 

9.C 

10.1 

100 

- 

149 

9.0 

6.9 

9.0 

9.0 

150 

- 

1SS 

9.0 

6.3 

5.8 

6.7 

20 0 

- 

299 

10.1 

8.3 

7.5 

9.7 

300 

- 

399 

8.0 

5.7 

9.C 

7. 3 

iiOO 

- 

599 

11.9 

9.2 

7.5 

8.4 

600 

- 

799 

6.2 

5.1 

4.5 

4.7 

800 

- 

999 

3.0 

3.4 

3.C 

5.0 

1 000 

- 1 

499 

5.7 

6.2 

4.5 

6.4 

1 500 

and 

above 

9.2 

14.4 

19.4 

11.8 


Is the n informal sector efficient? 

One of the arguments for promoting the informal sector is 
based on efficiency considerations. The informal sector is 
hypothesised to generate not only more employment but also more 
output for a given amount of capital in comparison with the formal 
sector. Table 3 compares employment and value added per unit of 
investment in the Manila informal sector with those in organised 
manufacturing in the Philippines. First, the data for the organised 
sector in the country as a whole suggest a trade-off between 
employment and value added as the size of the firm is increased: 
while the smaller ones generate more employment, the larger ones 
contribute mere value added. Second, the data based on small and 
medium industries survey in Manila suggest that employment and value 
added per unit of investment are comparable to the figures quoted 
for the Philippines as a whole. Third, and most important, the 
evidence from the informal sector survey in Manila suggests not only 
more employment but also more value added, for the same amount of 
investment, than the organised sector. Needless to add the two sets 
of data are rot, strictly speaking, comparable because (a) the years 
to which the data refer are different; (b) the value added figure 



from the informal sector survey includes depreciation on fixed 
assets: and mere importantly/ (c) the informal sector survey data 
on fixed assets excludes investment in land and buildings* The last 
two factors tend to overestimate the employment and output effects 
of a given volume of investment and thus exaggerates the efficiency 
of the informal sector. However/ the conclusion that the informal 
sector in Manila is more efficient than the formal sector in using 
capital seems inescapable even if one makes a drastic assumption 
that the value of land and buildings is of the same order as that of 
other fixed assets implying a halving of the figures (in table 3) 
for the informal sector. 


Table 3: Value a dded and employmen t per unit of 
cap ital , b v size of enterprise 


Investment of 1 million pesos 


Size of enterprise Employment Value added 

(persons) (million pesos) 


(a) Manila informal manufacturing 

sector (<10 persons) 1 survey 1976 491 2.68 

(b) Organised manufacturing in the 
Philippines, 1970 2 


5-19 

225 

0.96 

20 - 49 

112 

0*98 

50 - 99 

95 

1.24 

100 - 199 

65 

1*25 

200 - 499 

47 

1.18 

500+ 

59 

1.11 


(c) Greater Manila small-scale and 
medium industry survey, 1972 3 


1 Based on the Manila Informal Sector Survey, 1976* 
Employment and value added resulting from an investment of 1 million 
pesos in fixed capital excluding land and buildings* Value added 
includes depreciation. 


2 Source : Derived from ILO: 

programme of em ployme nt, equity and 

(Geneva, 1974), Table 128, p. 539. 
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Proximity to buyers seems to be a major consideration in the 
actual location of these enterprises; close to two-thirds of the 
enterprises reported sc. Some 23 per cent reported that they had no 
choice. Availability of transportation facilities was important to 
9 per cent of the enterprises. Any move to relocate them must 
therefore pay due attention to these findings. 

The ir formal manufacturing sector in Manila is also fairly 
well integrated with the rest of the urban economy. As table 4 
shows, a majority of them depend on other small enterprises 
exclusively cr partially for their input requirements. A few (12 
per cent) depend on the formal sector. Households as a source of 
supply of inputs seems to be relatively less important. With regard 
to services, 55 per cent did not buy any; three-quarters of those 
who did buy relied on small enterprises and/or households. 

With regard to forward linkages (table 5), most of what is 
produced in this sector is sold to households rather than to 
enterprises. It therefore seems unlikely that these enterprises are 
confronted with market imperfections resulting from the presence of 
one or few buyers. 

The Manila study confirmed, as did studies elsewhere, that 
access to credit and capital is indeed a major problem. Over 90 per 
cent of the enterprises relied on their own savings for meeting 
major expenditures; only 2.5 per cent resorted to banks or other 
equivalent agencies. For working capital, 97 per cent of the 
enterprises relied on their own savings. 



From whom goods and 
services are bought 

Manufac- 

turing 

Trade 

Transpor- 

tation 

Services 

1 . 

SOURCES CE GOODS 
Households only 

8.7 

9.5 

9.0 

6.9 


Small enterprises 
only 

45. 3 

41.3 

43.3 

4 3.0 


Household and small 
enterprises 

20.4 

21.5 

16.4 

13.1 


Large commercial and 
government enter- 
prises 

12.2 

16.2 

16.4 

18.7 


All of the above 

9. 3 

6.2 

6.0 

5.4 


Does not buy goods 

3.5 

3.4 

6.C 

10.1 


No answer 

1.0 

1.9 

3.0 

2.8 


All 

100.0 

100.0 

100.0 

100.0 

2. 

SOURCES CF SERVICES 
Households only 

8.2 

11.1 

10.4 

9.0 


Small enterprises 
only 

26. 9 

20.1 

34.3 

20.9 


Household and small 
enterprises 

7.2 

5.8 

11.9 

6.7 


Large commercial and 
government enter- 
prises 

1.5 

2.0 

9.0 

3.0 


All of the above 

0.7 

1.3 

3.0 

0.6 


Does not buy services 

; 54.7 

57.7 

28.4 

57.2 


No answer 

0.7 

1.9 

3.0 

2.6 


All 

100.0 

100.0 

100.0 

100.0 


Table 5: Forward lin* 


Distri b ution of enterprises b-y 
(per~cent) 


To whom goods and Manufacturing ' Trade Transpor- Services 
services are sold tation 


Households ard 

individuals 95.3 96.2 85.1 96.1 

Other small enter- 
prises 1.2 2. 6 2.6 1.9 

Big commercial/govern- 
ment enterprises 0.0 0.4 0.4 1.3 

All of the above 0.0 0.0 0.0 0.0 

No answer 3.5 0.1 0.1 0.7 


All 


100.0 


100.0 


100.0 


100.0 




Constra int s o n exp ansion 


It is sometimes argued that besides capital* factors like 
demand also play a crucial role in the promotion of the informal 
sector. The Manila survey revealed that nearly half of the 
manufacturing enterprises experienced a slight or substantial 
increase in the quantity of goods and services produced in recent 
years, only some 12 per cent of the enterprises reported a 
contraction. But the increase in employment does not seem to be 
commensurate witn the increase m output; only 17 per cent of the 
enterprises hired more workers, ever two-thirds of the enterprises 
did not change the level of employment* Thus, employment seems to 
be inelastic with respect to output, at least in the short run. it 
is also interesting to note that a quarter of the enterprises 
produced and sold new goods and services in recent years and 36 per 
cent had introduced some change for the better in the methods of 
production ar d operation. 

The fir dings above are also reflected in the constraints 
identified by the entrepreneurs themselves: lack of access to 
credit at moderate interest rates is an important factor for 27 per 
cent of the enterprises preventing business expansion* Only 8*5 per 
cent of the sample units complained of inadequate demand as an 
important factor preventing expansion. It is also worth noting than 
for 22 per cent the question of expansion was “not applicable" in 
their view. But if credit were made available on easy and 
favourable terms three-quarters of the enterprises said that they 
would expand. When asked about tneir belief in getting credit from 
the banks, 71 per cent answered ir. the affirmative; most of the 
remaining felt that the lending procedures are either complicated or 
stringent* 

Finally, with regard to attitudes and preferences cf 
entrepreneurs, over 80 per cent of them thought that the Government 
was helpful. Ninety per cent felt that the Government can help in 
the field of training for workers; in fact, 40 per cent of the 
entrepreneurs were willing to release their workers for such 
training* When asked about their willingness to move out of Manila, 
only 23 per cent replied in the affirmative. 


HE INFORMfrWEANS PORT SECT OR 


The sample in this case included 20 Jee pnevs {vehicle to carry 
up to 15 passengers cr so) operators, 15 motorised tricycles, 8 
cal es a operators and 10 freigat truck operators, or a total of 53 
units* *■ As modes of public service, almost all forms of public 
transport are required by law to have a Certificate of Public 
Convenience (CPC) or an equivalent permit for operation, the 
exception being ped ica bs (pedal operated rickshaws) and c ales as 
(horse driven vehicles to carry 2 or 3 persons) . To give some idea 
about the importance of these vehicles in Metro Manila, there were 
10,479 authorised Jeepneys even though the number of operators (or 
owners) was estimated to be only 2,577, in 1976* But the number of 


1 Though 67 enterprises were selected, comparable data on value 
added and fixed assets were obtained from 53 only. 



jeepneys registered in 1975 was already 14,287. These figures 
clearly indicate that many of the vehicles in operation are 
unauthorised. The number of other vehicles in Manila is 
comparatively few; for example, there were only 3,979 freight 
trucks registered m 1975. The freight trucks cost between 100,000 
to 150,000 pesos as compared to 20,000 to 25,000 pesos for Jeepneys 
and 6,500 pesos for motorised tricyles. 

One cf the interesting features in this subsector of 
activities is the prevalence of what is known as the "boundary 
system” whereby the vehicle is essentially leased on a daily basis 
by the operators to the drivers for a fixed sum, depending on the 
actual use cf the vehicle. Mucn has been written in newspapers and 
magazines abcut the "evils and excesses" of the illegal boundary 
system. Drivers are said to be forced to work longer hours in order 
to meet the daily boundary retirements; and they are subject to 
job insecurity.^ This is a good example of how capital or other 
constraints lead individuals to seek dependent relationships in 
order to make a living even though the working conditions are far 
from satisfactory. 

The study defined enterprise in terms of the operator (and 
owner if he operates) of vehicles since in many cases the latter 
performs an entrepreneurial function. The median age of these 
enterprises varied between three and eight years depending on the 
type of vehicle, or five years for all types combined. Though hours 
of operation varied between enterprises, most of the vehicles were 
utilised for nine hours or longer per day. Excluding owners, most 
of whom do not participate in tne activity, the sample enterprises 
provided employment for 127 persons, 90 per cent of them being 
males. Most of the workers (33 per cent) were employed on a full- 
time basis (40-50 hours per week) • The mean age of workers was 3C 
years as compared to 40 for the owners. The number of workers in 
freight truck operations was larger (5.2 persons per enterprise; 
than for the sample as a whole (2.4) owing to the use of helpers in 
loading and unloading. 

The mean and median weekly earnings of workers in these 
activities were respectively 100 and 70 pesos, implying that the 
daily earnirgs of at least naif the workers was below the legal 
minimum daily wage of 10 pesos. These figures are somewhat similar 
to those for manufacturing workers noted earlier. Nearly a third of 
the enterprises paid a maximum daily wage of under 10 pesos for 
males. Likewise only 16 per cent paid a minimum daily wage of lo 
pesos to all its male workers. In other words, only a small 
fraction of workers received the legal minimum daily wage even 
though many work longer hours and face job insecurity. 

What about the earnings of the entrepreneurs or the owners of 
vehicles? The average net return per week per enterprise after 
meeting the operating costs (including the payment to workers) and, 
maintenance expenses, was 301 pesos for Jeepneys . 145 pesos for 
tricycles and 126 pesos for calesas . Since most of these 
entrepreneurs did not themselves participate in the activity the 
figures above would seem to indicate return on their capital. 
Assuming that the vehicles were operated all through the year, the 


* Similar situations prevail in Indonesia too, notably in the 
case of becaks . or the cycle rickshaws. 



above figures employ an annual gross return on capital of 15,650, 
7,540 and 6,55C pesos respectively for Jeep&eys, tricycles and 
cal esas « Since the average value of capital investment per 
enterprise was 28,000, 10, 200 and 4, 000 pesos respectively in the 
above three types of vehicles, the evidence suggests an incredibly 
high gross rate of return on capital. It is likely that the implied 
rate of return on capital is somewhat exaggerated owing to the 
exclusion of assets in the form of buildings and the like at least 
for some enterprises and the assumptions regarding capital 
utilisation. Neventheless the findings do raise a question: in 
spite of the fairly high rate of return on investment why is it that 
the workers in this sector do not themselves own the vehicle? 
Perhaps a part of the answer to this lies in the access to credit; 
almost all the owners relied on their own savings for investment and 
a few tried unsuccessfully to get credit from formal financing 
institutions* It is probably also true that workers are unable to 
develop their clientele, as in tae case of Colombo. 

Finally, with regard to capital intensity, the average 
capital-labour ratio in these activities works out to: 13,000 pesos 
for Jee pneys # 6,600 pesos for tricycles, 3,600 pesos for calesas and 
24,500 pesos for freight trucxs. The over-all average is estimated 
at about 16,000 pesos - tvxce that of manufacturing* If however 
freight trucks are excluded then the average capital requirements 
per worker turns out to oe close to 10,000 pesos* Even though 
calesas require relatively little capital and generate decent levels 
of income for those involved, they are apparently on the decline not 
only because of competition from other more efficient means of 
transport but also because of the public policies restricting their 
areas of operation within the city, owing to problems of traffic 
congestion and public hygiene. This is a good example of the kind 
of dilemmas posed by the promotion of such informal sector 
activities. 


THE INFORMS -1HADE SECT0B *• 


By far the largest proportion of the sample was devoted to the 
trade sector which included 2,492 enterprises* Seventy two per cent 
of them dealt with daily consumer goods and another 16 per cent in 
clothing, footwear and other household durables* It is not 
therefore surprising that 97 per cent of the enterprises sell their 
goods mostly to households and individuals as will be seen later* 
Virtually all the enterprises were in fixed location, as a result of 
the sampling procedures adopted* Eighty-eight per cent were in 
permanent structures; over two-thirds of the enterprises had both 
water and electricity and most of the remaining had electricity 
only. Also 95 per cent of these structures were constructed with 
government approval* It is interesting to note that half the 
enterprises used their premises for residential purposes as well 
when they are not used for business* Further nearly three-quarters 
of the enterprises rented their premises and almost all the 


1 For some complementing evidence on the informal trade sector 
see McGee and leung: Hawkers in so u th-east ftsian cities *.*, op. 
cit* , and Simeon G. Silverio Jr.; The n e ighbourhood sar^-sari store 
(Manila, 1975). 



remaining were owned by them* These findings are in contrast to 
those emergirg from ether cities discussed earlier. Ninety-seven 
per cent of the sample enterprises indicated that a government 
permit was necessary tc conduct business and almost all of them 
possessed such a permit* As in the case of manufacturing, 90 per 
cent of the units were subjected to government regulation or 
inspection* In terms of hours worked, only 15 per cent of the 
enterprises operated eight hours or less per day. Over 60 per cent 
were open for business between 11 and 16 hours per day* Also only 
15 per cent observed Sundays and other public holidays and closed 
their business; most of the remaining closed at will* 


Employment ard e arn ings 

The sample units (2,492) seem to support about 7,600 workers 
including the owner, suggesting an average size of enterprise of 
about three persons - substantially higher than in the studies cited 
earlier* Perhaps the employment figure is exaggerated since about 
60 per cent of the total were participating owners. If one looks at 
wage employment alone, 58 par cent of the enterprises did not have 
any wage workers; and 12 per cent each had one and two workers* 
These figures imply that on the average an enterprise had only one 
wage worker. About 90 per cent of paid workers were on a full-time 
basis, and about half the wage employees were females - indicating 
that female participation in wage employment in Manila is higher 
than elsewhere. The overwhelming importance of unpaid workers, 
almost all family members of the owners, suggests significant 
underemployment; not all of them are fully occupied for the whole 
duration of the working hours. It also explains the unusually long 
hours of business noted above. 

In terms of wages, about half the enterprises paid a maximum 
daily wage of 1C pesos or less for males (full time) , suggesting 
that the median maximum wage was about the same as the legal minimum 
wage* But only 16 per cent of the enterprises paid the minimum 
daily wage cf 10 pesos for males (full time) implying that a large 
majority of the enterprises hiring such workers do not pay the legal 
minimum. As in the case of manufacturing the situation is worse for 
females* Notwithstanding the wage variations between enterprises, 
the average wage for males seems to be around 8 pesos per day; and, 
for females, somewhat lower* Tnese findings point out that workers 
in the informal trade sector tend to earn somewhat less compared to 
their counterparts in manufacturing noted earlier* 

What about the earnings of owners of the enterprises? Table 
6 shows the distribution of enterprises by weekly earnings of 
owners* It is obvious that the earnings vary enormously between 
enterprises, partly due to the number of unpaid family workers and 
partly due to the amount of capital* The mean and median level of 
weekly earnings were 262 and 125 pesos or 44 and 21 pesos per day 
respectively* Needless to add, these figures include compensation 
for family workers as well a 3 for the capital invested by them. 
Even if an allowance is made for the latter, many entrepreneurs in 
the trade sector would seem to receive an income significantly above 
the legal minimum wage* It is not therefore surprising that 81 per 
cent of the heads were satisfied with their current occupation and 
were unwilling to change their occupation even if new skills were 
imparted. 



T able 6 : Distributi o n of enterp rise s by weekly_earnings 
of entrep re neur s in tra de 


Farnings per week 
(pesos) 

Number of 
enterprises 

Per cent 
distribution 

Under 50 

571 

22.9 

50 - 99 

470 

18.9 

100 - 149 

457 

18.3 

153 - 299 

363 

14*6 

300 - 599 

326 

13.0 

600 - 1 499 

217 

8.7 

1 500 + 

88 

3.5 

111 

2 492 

1C0.0 


Turning to the question of labour market, 43 per cent of the 
heads of enterprises found their current job or occupation without 
much effort; 44 per cent with considerable search and delay; and 
the rest, after a great deal of search and delay* But when asked 
about findirg a similar job now, only 28 per cent felt they will 
succeed without much effort; 49 per cent with seme difficulty* 
Interestingly enough, 82 per cent were not inclined to change their 
job even if rew skills are taught* Similarly, only 23 per cent were 
willing to leave the Greater Manila area if a similar or better job 
were provided* Thus it would seam there are limitations to a policy 
of relocating informal trade enterprises* 


C apital and val u e ad d ed 

Though working capital is of greater relative importance for 
trade enterprises, the survey collected data on fixed capital only* 
Further, data on capital exclude investment in premises operated in 
their own residential premises aid only a quarter actually owned 
them* It is clear from table 7 that a quarter of the sample 
enterprises did not even possess any capital. The amount of fixed 
capital possessed by these enterprises varied from virtually nothing 
to over 15,000 pesos (table 7) * The median value seems to be around 
700 pesos per enterprise; but the mean is substantially higher ~ 
about 3,000 pesos pet enterprise* These figures compare with the 
median and mean values of 3,000 and 8,000 pesos per enterprise in 
manufacturing noted earlier. The evidence confirms the findings 
elsewhere - that trade requires relatively little capital compared 
to manufacturing. 

Notwithstanding the low amount of fixed capital in these 
enterprises, the value added per enterprise is significant and 
comparable tc that in manufacturing (table 2) . The mean and median 
value added per week per enterprise were respectively 473 and 275 
pesos* Given the average size of the enterprise of three workers 
(including the heads) the above figures imply a value added per 
worker of 158 and 92 pesos per week or 26 and 15 pesos per day 
respectively* In other words tie average value added per worker in 
trade seems to be significantly higher than in manufacturing noted 
earlier even though the former uses less capital per worker* 


T able ? : Digt rib uticn of enterp rises by size of 
fix ed cap i tal owned — — 


Fixed capital 

owned per enterprise 

(pesos) 

Number of 
enterprises 

Per cent 

None 

622 

25.3 

Less than 50C 

539 

2C.4 

500 - S99 

299 

12.0 

1 000 - 1 999 

230 

9.0 

2 000 - 4 999 

344 

13.8 

5 000 - 9 999 

225 

9.0 

10 000 - 14 999 

75 

3.0 

15 000 and above 

139 

7.5 

All 

2 492 

100.0 


L inkages and competition 

It was noted at the outset that over 70 per cent of the trade 
enterprises dealt in daily consumer goods. It is not therefore 
surprising that 97 per cant of the sample units sold their goods 
directly to households and individuals. Further, a large majority 
(80 per cent) of the households belonged to the middle income group; 
only 5 per cent sold to rich and the rest to poor households. These 
findings cast doubt on the proposition that the urban informal 
sector mainly serves the poor; a part of the explanation, however, 
seems to lie in the fact that many of the sample enterprises in 
Manila are fairly well established (as will be seen later) , in 
permanent locations and structures and possess a relatively large 
amount of capital than, say, in Freetown or Jakarta. In other 
words, the nature cf linkages seems to depend on the definition of 
the informal sector. 

With regard to backward linkage, over two-fifths of the sample 
obtained their goods for sale from other small enterprises while 
another fifth depended on both small enterprises and households. 
Linkages within the informal sector would therefore seem quite 
significant. Only one-sixth of the sample enterprises buy their 
requirements from large establisaments and government agencies or 
the formal sector. Further, since 16 per cent of the trade 
enterprises obtained their goods for sale exclusively from a single 
enterprise (cr individual) it is quite likely that there are some 
elements of market imperfection. The dominant influence of the 
formal sector on at least some of the informal sector enterprises 
cannot therefore be ruled out. And lastly, in terms of access to 
capital, 94 per cent financed their capital formation through own 
savings. 

The strong forward linkage with medium income households noted 
earlier leads one to expect that the informal sector in Manila is to 
some extent exposed to competition from the formal sector, which 
generally attracts rich and middle income groups. This seems to be 



borne oat by the evidence* Eighty per cent of the enterprises felt 
that the presence of larger enterprises (in the formal sector) 
affects their revenae; in fact 45 per cent reported that the effect 
is quite substantial* It is also interesting to note that nearly 50 
per cent attributed this effect no the formal sector’s ability to 
sell cheaper; 19 per cent attributed it to better quality (and 
lower price)* Most of the remaining rationalised formal sector’s 
strength to its easy and convenient location in the city* 


The age structure of tae informal trade enterprises shows, 
partly as a result of the sampling procedures adopted, that two* 
thirds of them are over 5 years old - as compared to 63 per cent in 
Colombo and 39 per cent in Jakarta. Twenty* six per cent had emerged 
between two and five years preceding the survey date and 7 per cent 
between one and two years; none during the preceding year* Thus a 
majority of them had been in business for a significant length of 
time - the average being 9.1 years. 


Notwithstanding the competition from the formal sector noted 
earlier, half the sample establishments reported having increased 
the quantity of goods sold in recent years; only a fifth of them 
however experienced a substantial increase. Ten per cent reported 
a decrease in the volume of sales* But, as elsewhere, 84 per cent 
of the enterprises remained stagnant in terms of employment; 10 per 
cent increased and 6 per cent decreased their levels of employment* 
These findings cast doubt on the hypothesis that the informal sector 
is involuntionary* A third of the enterprises seem to have changed 
their method of operation; for 54 per cent there was no change and 
for the remaining 3 per cent it was a change for the worse. 
Likewise, a third had expanded tae range of goods sold in recent 
years* 


What about the constraints on expansion? Nearly 80 per cent 
showed a desire to expand, which is quite natural since only a small 
fraction experienced a decrease m sales* When asked about the 
constraints on expansion, surprisingly 30 per cent of those desiring 
expansion cited government regulations, permits, etc*, as a 
constraint even though most of taem were already operating within 
the legal framework* Over one-third referred to lack of capital or 
credit facilities as a bottleneck. Fifteen per cent said lack of 
larger premises and other facilities prevented their expansion* 
Only some 11 per cent cited lack of demand as an important factor 
constraining expansion* It is also worth noting that over 70 per 
cent of the enterprises opted to buy land and/or con struct /improve 
business premises should they be provided with a financial 
assistance of about 10,000 pesos. Finally, among the factors 
preventing adoption cf better methods, lack of capital turned out to 
be the most important; about 76 per cent of the enterprises felt 
so* 


In conclusion, market imperfections may be an important factor 
constraining the revenues of at least some small trade enterprises* 
Since many of these small units are located in residential 
structures ard suffer from inadequate infrastructural facilities, 
and since location plays an important role in competitions with the 
formal sector, creation of market places in appropriate residential 
locations with minimum urban services as is being done in Jakarta 



could enhance the income situation for these entrepreneurs as well 
as improve the urban environment by segregating the commercial from 
residential areas. Even though these enterprises use relatively 
little fixed capital it is likely that they need assistance for 
working, capital. To the extent that demand is not a major 
constraint and capital and infrastructure are/ the above measures 
could facilitate the ertry of new enterprises in this field. Though 
a majority of these enterprises io not engage hired labour/ the few 
who do often do not pay the legal minimum wages* Since many of 
these workers do not acquire any technical skills on the job, as for 
example in the case of manufacturing, the conditions of work for 
wage employees in this sector needs a closer look. 


THE INFORMAL SERVICES SECTOR 


The sample included 535 enterprises in a wide range of service 
activities including some tnat can be considered as formal in terms 
of the capital intensity, the level of technical knowhow and 
organisation. As in the case of other activities, almost all these 
enterprises were in permanent structures, with access to electricity 
and/or water. More than half of them were located in the residence 
of the entrepreneurs. Only some 20 per cent however owned the 
premises, the rest rented them. The median value of rent paid was 
a little over 200 pesos per month. Virtually all the enterprises 
were accessible through motorable roads. A majority (61 per cent) 
explained their location in terms of proximity to their customers. 
One third of the enterprises reported that most of their workers 
lived within 3C minutes walking distance from the enterprise; and 
30 per cent had their workers on the premises. Most of the 
enterprises had the necessary approval from the government 
authorities to operate and many were even subject to government 
inspection. 


Employment, labour ma rket a n d earni ngs 

The sample units (535) provided employment to about 1,700 
persons or about 3.2 persons per enterprise* Excluding the heads, 
82 per cent of the workers (i.e., about 1,050 persons) were wage 
employees and the rest were unpaid (family) workers. Thus, wage 
employment plays an important role. For the two-thirds of the 
sample enterprises engaging wage workers, the average number of wage 
workers hired is about 1.9 persons per enterprise. Sixty-four per 
cent of wage workers were males and the rest females; further, 91 
per cent of wage employees were on a full-time basis. In other 
words, only a few workers were on a part-time basis or were unpaid 
workers. Distribution of enterprises by size of employment 
(including the heads) shows tnat only a quarter of the total were 
single person units; 20 per cent each had two and three workers; 13 
per cent had four persons; and the remaining 22 per cent had five 
or more workers. The median size is thus around 2.25 persons - 
smaller than the mean 3.2 noted earlier. 

Labour turnover is a problam only to a small proportion of the 
enterprises. For example, only 7 per cent lost many or most of 
their employees during the year preceding the survey while another 
26 per cent lost some or very few workers. Interestingly enough. 



nearly half of these workers seem to have switched to formal sector 
(including gcverr mert) jobs and 20 per cent seem to have become 
self-employed. These findings imply at least some mobility between 
jobs. 


As elsewhere, the enterprises generally do not have any diffi- 
culty in hiring lanour; 66 per cent had no difficulty; 26 per cent 
had some and 8 per cent always aad difficulty. In the case of 
skilled workers, however, 39 per cent experienced difficulties. 
Though the erterprises prefer to hire skilled labour, many are not 
averse to the idea of recruiting unskilled labour and training them 
on the job. Though there is no formal apprenticeship system as in 
the case of Africa, 15 per cent of the enterprises hiring unskilled 
labour did net pay wages at all while 44 per cent paid a reduced 
wage. One of the major disincentives in providirg training to 
unskilled workers is that the entrepreneurs are unable to capture 
the benefits from such investments. Over 60 per cent of the 
entrepreneurs said that the workers trained by them tend to leave 
the enterprise within five years after training; only 38 per cent 
reported that they dc not lose tae workers trained by them. It is 
not therefore surprising that over 80 per cent of the sample felt 
that the Government can help in training workers. 

In terms of the mode of wage payment, the Manila enterprises 
seem to be closer to the formal sector than elsewhere, forty three 
per cent paid wages on a monthly basis; 20 per cent each paid on a 
weekly and dail^ basis. Only a few paid wages on an irregular basis 
(8 per cent) or piece-rate oasis (9 per cent). Looking at the 
distribution of workers by daily cash wage rate, 57 per cent 
received less than 10 pesos par day, i. e. below the legal minimum; 
the median and mean cash wage were respectively 9.3 and 8.6 pesos 
per day - comparable to the trade sector. Wages in kind were not 
common; only 17 per cent of the workers received one peso or more 
per day. As elsewhere, woiei tend to receive lower wages than men; 
the average minimum and maximum wage paid to females were 
respectively 7.56 ard 10.83 pesos per day as compared to 8.37 and 
12.21 for males. With regard to incentives, 46 per cent of the 
enterprises did not increase the wage with the workers* experience. 
Also 90 per cent of the workers worked 8 hours a day or longer; and 
52 per cent for longer than 6 days per week. These findings suggest 
there is considerable room for improving the conditions of work in 
this subsector. 

What about the individual characteristics of the workers ir. 
this subsector? The average and median age of workers were 
respectively 42 and 37 years; in fact, 88 per cent were above 35 
years, suggesting that very few youths have entered this sector as 
wage employees. Nevertheless a small proportion (0.5 per cent) of 
the workers were under the age of 10, either as wage employees or as 
unpaid family workers. Further these workers are not concentrated 
in a few enterprises; in 43 per cent of the sample units the 
youngest worker was under 10 years old. For 70 per cent of the 
enterprises, most cf their workers had formal education. In terms 
of occupaticn, 36 per cent of the workers were classified as 
production and related workers (mainly in repair services) and 40 
per cent as service workers. 

Given the relatively low wage of workers in this sector, to 
what extent are they able to meet their minimum basic needs? First 
it is important to rote that only 3 per cent of the workers had a 



secondary source of labour income. Second, 23 per cent of the 
workers did not have any immediate members of the family with them; 
of the remaining, about half nad one additional immediate member of 
the family. The median household size including immediate members 
of the family was thus under two while the average was 3. 3. Third, 
some 41 per cent of these workers had other household members* 
Fourth, the average size of the household including both immediate 
members of the family and others works out to 5*4 persons. Although 
r>o data are available on tne earning status of other members of the 
household, the above data together with the average daily wage of 9 
pesos (or 2,700 pesos per year at 300 days per year) imply a minimum 
average per capita income of 500 pesos per year for the workers* 
families, as compared to 5,059 pesos per capita in Greater Manila, 
noted earlier* If, however, one defines the household consisting of 
immediate members cf the family only, then the average per capita 
income works out to 820 pesos per year* These findings taken 
together with the wage variations noted earlier suggest that many of 
the worker families fail below tne poverty line* 


Entrepr eneurs a nd their earnin gs 

The median and mean earnings of entrepreneurs work out to 150 
and 318 pesos per week respectively* Although these figures include 
compensation for own capital and other family members as well, it is 
clear that on the average tne entrepreneurs earn an income well 
above the legal minimum wage of ten pesos per day and that of wage 
workers* The level of earnings of heads showed considerable 
variations; perhaps some 23 per cent of the heads receive an income 
below ten pesos per day* The relatively higher level of earnings 
can partly be attributed to longer hours of work; two-thirds of the 
heads worked for lorger than eight hours; and half for all seven 
days during the week. 

In order tc understand the significance of the above findings 
it will be useful to note a few pertinent data concerning the 
entrepreneurs* Nearly two^thirds of the heads were males; as in 
the case of workers, about 93 per cent of them are over 30 years 
old, the median age being around 42 years. Ninety seven per cent 
were literate, with formal schooling* In fact nearly three quarters 
of them had 10 years or mora schooling - substantially higher than 
in other countries {except Kamasi) cited earlier - which is partly 
explained by the inclusion of several formal sector enterprises. 
Shat is perhaps more interesting is that there is no difference 
between males and females in terms of education. Although some 38 
per cent of the heads were both outside Manila, most of them (86 per 
cent) had been in Manila for longer than 10 years* Thus, migration 
is relatively unimportant, particularly if it is defined in terms of 
under five years cf residence in Manila. It is nevertheless 
interesting tc note that over two-thirds of the migrants came from 
rural Luzon and rural Visayas suggesting that migration from other 
urban areas is relatively less important as in the case of other 
studies noted earlier. Altnougn 74 per cent of them had not worked 
before migration, over 80 per cent of those who had worked were in 
farming related occupations. 

With regard tc occupational mobility, it is worth noting that 
for nearly two-thirds cf the entrepreneurs the current occupation is 
the first one. Thus, the majority of the heads had not changed 
their job* Less than one quarter of the heads had ever used an 



employment agency to get a joa* The main reason . for lack of job 
motility is of course the satisfaction with their current job* As 
a matter of fact/ 78 per cent were un willing . to change their jot 
even if new skills were taught to them* Similarly/ with regard to 
geographical mobility/ nearly 80 per cent of ^ them were unwilling to 
move out of Manila either because it will affect the household 
earnings or because of travel costs and children's education* 

Even though there was little occupational mobility/ 43 per 
cent of the heads reported an increase in their earnings in contrast 
to 14 per cent reporting a decrease in recent years* The adequacy 
of earnings to meet the basic needs cannot be judged without taking 
info account other sources of income and the household size, i 
quarter of them had other sources of income exceeding 50 pesos per 
week* Also, 44 per cent of the heads had other earners in their 
households: 31 per cent/ one additional earner and 13 per cent/ 2 
or more additional earners. About a quarter of the additional 
earners were also self-employed mainly in services/ trade and 
manufacturing, Eegarding the household size# the median was between 
six and seven/ significantly higher than that for workers noted 
earlier. 


Capita^ 

In terms of the current value of fixed assets (excluding 
premises) the value of capital per enterprise showed enormous 
variations partly due to the inclusion of activities that do not 
belong to the informal sector. The mean and median values were 
respectively 11/300 and 4,000 pesos per enterprise* If, however, 
one excludes the formal sector activities such as photography 
studios, and medical and health services, then the capital 
variations are reduced considerably . Table 8 presents relevant data 
for activities that typically belong to the informal sector* The 
evidence suggests that on the average the amount of capital per 
enterprise in the service sector is about the same as in 
manufacturing noted earlier. 

Nearly twc-thirds of the enterprises acquired their capital 
equipment new and 26 per cent bought them second-hand. An 
overwhelming majority (93 per cent) financed their investment 
through own savings; formal lending agencies like banks played a 
negligible role. Virtually none of the sample enterprises rented 
any capital equipment* F.eliance on own savings was even greater (99 
per cent) for meeting working capital requirements. 


Value a dded 

The average total revenue per week was estimated to be around 
1,400 pesos but the corresponding gross value added was around 990 
pesos (table 2), the difference being the expenses on raw materials 
and services* Given the average size of the enterprise of 3.2 
workers, the above implies an average value added per worker of 309 
pesos per week - which is substantially higher than that in other 
sectors discussed earlier. The main reason for this is, as already 
noted, the inclusion of formal sector enterprises: some 12 per cent 
of the enterprises had a gross value added exceeding 1,500 pesos per 
week* If the typical informal sector activities alone are 
considered, then the average turns out to be only 550 pesos per week 
per enterprise (table 8)* 
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Linkage s 


The question of linkages w as briefly mentioned ir. the context 
of training and credit facilities. Since only a few sought credit 
from formal lending agencies tnsy were asked if they had ever tried 
to seek such credit. Interestingly enough, 75 per cent of the 
enterprises had never tried; only 20 per cent had tried and 
obtained credit. Furthermore, 72 per cent believed that they car 
get credit while the remaining explained their non-belief in terms 
of non-recogrition of the enterprise and complicated and stringent 
lending procedures* 

The link between this sector and the Government was already 
noted in the context of licences and enforcement of government 
regulations. Another form of such linkages is through the payment 
of taxes* Ninety-two per cent said they paid taxes on what they 
produced and sold, while 59 per cent said they paid taxes on goods 
and services bought. These findings, unlike those in other cities, 
suggest that the sector has greater linkages with the Government. 
The amount of taxes paid varied from under 50 pesos per year to over 
1,500 pesos, the median value being around 150 pesos. 

Perhaps the most important forms of backward linkage is 
through the purchase of goods and services by the firm. About 90 
per cent of the enterprises bought goods of which nearly half was 
obtained from other small enterprises while another 15 per cent 
bought from both households and small enterprises. Twenty one per 
cent however obtained their input requirements exclusively from the 
formal sector, viz., large enterprises and government agencies. In 
contrast, only 43 per cent of tae enterprises bought any services at 
all, mostly (over 9C per cent) from households and/or small 
enterprises. 

Regarding forward linkages, 96 per cent of the enterprises 
sold their services mainly to households and individuals and only 
1.3 per cent depended cn the formal sector. As in the case of 
manufacturing, 82 per cent of the households belonged to middle 
income group and 13 per cent to rich* Sven though the direct 
linkage with the formal sector is small, the latter seems to exert 
an indirect influence cn the informal sector through competition* 
For example, 29 per cent of the sample enterprises felt that their 
revenue was affected substantially through competition from larger 
ones. For one-third of the sample, such competition was detrimental 
but not to a significant extent* Among the reasons cited for this 
phenomenon, location of larger enterprises, cheaper price and better 
quality were the most important ones. With regard to the 
possibilities of diversifying the forward linkages, over half of the 
enterprises felt that the formal sector including government could 
buy more from them. Much of the differences in the pattern of 
backward and forward linkages between Manila and elsewhere seem to 
originate largely frcm the sampling procedures adopted, favouring 
relatively well established, larger enterprises* 


Growth and ex pa nsio n 

As in the case of other activities, a majority of the service 
enterprises {71 per cent) had bean in operation for longer than five 
years. Only a quarter of them however had increased the range of 
services provided. But in terms of quantity, 45 per cent of the 



enterprises had expanded; only 11 per cent had contracted* 
Employment however remained stable for 71 per cent of the 
enterprises while it increased for 16 per cent. Over one-third of 
the sample units had even introduced certain changes in their 
methods of production and operation. 

Three-quarters of the enterprises cited capital as the major 
constraint in starting their business. However, with regard to 
expansion, only 31 per cent of tne enterprises referred to lack of 
capital and credit facilities as an important constraint. For 26 
per cent it was government licensing and regulations, for 14 per 
cent it was lack of larger premises and facilities and for 13 per 
cent it was the demand constraint. Lack of capital figured as a 
major constraint for 82 per cent of the enterprises wishing to 
improve their method of production and operation. 


Summary and c onc lus ions 

The Mania informal sector study differs from others in many 
ways partly because the sampling frame was confined to well- 
established enterprises in fixed locations. Consequently, even 
though 60 per cent of the heads of enterprises had been born outside 
Manila, few had migrated in recent years. Also female participation 
was substantially higher - 57 per cent - mainly due to the dominance 
of trade activity in the sample and the use of unpaid family workers 
belonging tc the entrepreneurs household* The median level of 
education was over 10 years. Since 41 per cent of the heads had 
switched occupations the informal sector seems to have offered some 
job mobility. * Under 14 per cent of the heads were below 30 years 
old, suggesting that few aew entrants to the labour force have 
established their own enterprises - as compared to between 30 and 57 
per cent noted earlier in other cities. These findings imply that 
it takes time to overcome various constraints in establishing one’s 
own business. 

Also, since the Manila sample enterprises were on the average 
older than elsewhere, they employed significantly more capital per 
worker and more workers. Only about half the enterprises were run 
with a single person; the average size was around three persons per 
enterprise. The manufacturing enterprises seem to compare 
favourably with their formal sector counterparts in terms of 
efficiency. As elsewhere significant income disparities exist 
between heads and workers. Most of the heads seem to earn incomes 
substantially above the legal minimum wage of 10 pesos per day (say, 
two or three times the latter) . But a majority of the workers seem 
to earn a daily wage below the legal minimum; though the average is 
around the legal minimum in manufacturing and transport activities, 
it is significantly lower in trade and services. Females tend to 
receive a lower wage than males. And yet, as elsewhere, a large 
majority work full time, longer than eight hours a day and six days 
a week. These findings point to the scope for improving conditions 
of work and poverty alleviation. Since a majority of the heads also 


1 In another study on low-income communities in Metro Manila 54 
per cent of those employed had held their first job for under two 
years. See Jose V. Abueva et al.s M etro Manila tofoy , and tpmq^c w 
(Quezon City, Institute of Philippine Culture, 1972) , p. 173. 



reported difficulties in hiring skilled labour, provision of skills 
could be an important factor in employment generation* * 


In terms of physical environment, the Manila establishments 
seem to be quite well off as compared to other cities* Most of them 
are housed in permanent structures with access to both electricity 
and water* A majority rent their premises; and-in trade many 
operate in residential premises* Most of them have easy access to 
households, the dominant source of demand* Further most of the 
demand for goods and services produced by this sector originates 
from the middle income groups and consequently the informal sector 
seems to be in competition with the formal sector. Though the 
evidence does not point to any direct linkage and exploitation by 
the formal sector, the latter seams to exert a negative influence on 
the informal sector partly tarough the occupation of choice 
locations within the city* In terms of backward linkages, few seem 
to depend directly on the formal sector. With regard to expansion, 
less than a sixth of the sample units experienced a decrease in 
demand in recent years; a significant proportion seem to have 
improved their methods of operation and the range of goods produced 
and sold. The major constraint in expansion seems to be access to 
capital, since over 90 par cent relied on own savings for such 
investment* Finally, few of the participants would consider moving 
out of Manila even if comparable opportunities are provided 
elsewhere* 

Though these findings do not suggest that the plight of the 
informal sector in Manila is not as acute as in some of the cities 
discussed earlier they do point to the need for improving conditions 
of work, increasing the access to resources and markets and 
facilitating the acquisition of skills* Further, it seems more 
likely that the situation is worse in Manila too since informal 
sector participants in variable locations and of more recent origin 
were excluded from the sample . 2 For example, between 1963 and 1968 
the squatter populatior cf the metropolis is estimated to have grown 
by 171 per cent -reaching a total squatter population of 770,000 in 
1968.3 &nd 93 p er cent of the slum population in 1968 were estimated 
to be migrants, many earning a livelihood through odd jobs as 
caraadors , vendors, or collectors of scrap metals and the like, with 
a median household income of 150 pesos per month* ♦ Evidence from 
other relevart studies 3 * 5 also suggest that the bulk of the urban poor 
ard recent migrants to Manila rely on jobs in the informal sector 


1 Centre for Research and Communication: Principles and 

aaiisiints, for afea Blaaai , in the Tala Estate: Some 

consideration s (Manila, 1976), Appendix for some examples of skills 
in shortage. 


cit* 


2 McGee and Yeung: Ha 


• • • , op* 


3 Abueva et al: Mej ro t yday and tomorrgw . op. cit., p. 

96* 

♦ ibid*, pp. 97-98* 

5 Mary H* Hcllenstiner: * Socio-economic themes and variations 
in a low income urban neighbourhood" ; Jaime C* Laya et al: "An 
economic survey of a Manila squatter community: Agno-Leveriza area 
(1970)", in Papers_ and,_Pro ceej xn as <^f ,ihe_gor^shqp^op_^anpower and 
Human R^ources , Continuing Education Center, Los Banos, Laguna, 13- 
15 October 1972, Part II* 



such as salesmen, vendors, peddlars, transport operators and 
domestic servants. Likewise another study 1 shows that scavenging as 
a source of employment is important in low income communities and 
arises due to the prevalence of high unemployment rates. Though it 
is not a preferred occupation, it seems to generate a minimum income 
of 8 pesos per day notwithstanding the competition facing them. 
Though scavenging activities contribute directly to the improvement 
of the urban environment and recycling of resources (waste paper, 
for example) , scavengers in general seem to be subject to 
exploitation by the formal sector indirectly through the inter- 
mediaries* The results based on the Manila study do not therefore 
necessarily contradict the findings elsewhere or negate some of the 
hypotheses roted earlier; perhaps it is more appropriate to view 
them as referring to the informal sector in transition. 


1 William J* Keyes, S* J* : da nrla .scavengers: The struggle for 
urban survival , IPC Poverty Research Series No. 1 (Quezon City, 
Institute of Philippine Culture, 1974). 



CHAP TER 11. THE I NFORMA L AND QUASI-FORttAL _SECTOPS 

" iU CORDO BA 

Carlos E. Sdnchez, * Horacio Palmiero and Fernando Ferrero 


Backarc und 

The town of Cbrdcba, capital of the province of the same name, 
is one of the three largest cities of Argentina; located in the 
centre of the country* Its population increased from 387,000 in 
1947 to 802, COO in 1970; it is estimated to have risen to 875,000 in 
1973 and 950, CCO in 1976* Thus, the annual rate of growth of 
population seems to have been reduced in recent years from 3*2 per 
cent during 1947-7C to 2.8 per cent during 1970-76* Immigration is 
estimated tc account for 54 per cent of the increase in population 
during 1947-7C period* 1 Unemployment as a percentage of the labour 
force showed a corresponding rise from 2*5 per cent in 1947 to 
around 6 per cent in recent years. Unemployment is about evenly 
divided amorg males and females but 85 per cent are young, under 29 
years. Incidence of unemployment is also higher among the less 
educated ones, and many of them are new entrants to the labour 
force. 


Perhaps the distinguishing feature of economic growth in 
Cdrdoba during 1947-60 period was the emergence of the formal 
manufacturing sector* Vast industrial complexes producing vehicles, 
tractors, engines and the like sprang up during 1953-60 leading to 
a quantum leap in output of engineering products; the production 
index rose from 100 in 1953 to 4,691 in 1960. Employment in the 
formal manufacturing sector showed a corresponding, though less 
spectacular, increase too. During 1960-73, the increase in output 
and employment in manufacturing activities other than engineering 
was relatively more important. Parallel to the above, the public 
sector employment in services also increased rapidly, exceeding the 
increase in economically active population substantially. To give 
some idea about the levels of remuneration, the average wage for 
workers in provincial civil service was US$5,672 per year compared 
to US$1,300 per year legal minimum wage* 

For the purpose of the present study, the urban economy of 
Cdrdoba was divided into three parts; (i) organised private sector 
with five or more employees; (ii) public sector; and (iii) 
unorganised private sector, employing fewer than five persons. 
Since not all the workers in the last category above earn a “low” 
income, it was further subdivided on the basis of income - those 
earning a high income either because of advanced skills, or because 
of high capital intensity or because of oligopolistic market 
environment - were termed as belonging to the ”guasi~ formal” sector 
and the rest with low incomes as belonging to the informal sector. 
In accordance with the above, the guasi-informal sector included; 
self-employed professionals like doctors, lawyers, etc* ; small 


* Professor Titular, Facultad de Ciencias Economicas, 
Universidad Nacicnal de Cdrdoba, Argentina. 

1 The share of urban population in C6rdoba province has shown 
a steady increase from 22.4 per cent in 1869 to 75.1 per cent in 
1970. 



engineering units and manufacturing activities with significant 
amounts of skills and investment; self-employed construction 
workers including plumbers and electricians and the like; and 
commercial activities with a substantial capital input. In addition 
to these, the study also included certain activities which may not 
necessarily be skill or capital intensive but nevertheless may earn 
a high income because of their strategic locations within the city. 

In contrast tc the above, the informal sector included^ 
unskilled labour, mainly m construction-related activities; 
domestic servants (mostly woman) ; porters; gardeners and the like. 
In other words, the informal sector in this study was defined to 
include enterprises in the lower end of the spectrum characterised 
by free entry, very little capital and skills, very small scale, job 
and income ur certainty, etc. It will therefore be interesting to 
see the implications of distinguishing between the guasi-inf ormal as 
opposed to purely informal activities. 


The part ic ipa nts 

The number of persons dependent on the guasi-formal and 
informal activities in Cdrdoba - including owners and paid and 
unpaid workers - was estimated to be 138,000 or 37.6 per cent of the 
town's economically active population, divided between the two 
subsectors in the ratio of three to two (or 84,000 and 54,000 
respectively) . About three quarters of those in the informal sector 
were self-employed without a fixed address; 17 per cent were 
employers and 9 per cent were paid or unpaid workers. If we exclude 
paid and unpaid workers, 80 per cent of the heads of enterprises did 
not have a fixed location. Ia contrast, 46 per cent of those in 
guasi-formal activities ware self-employed, 23 per cent were 
employers and 31 per cent ware wage employees. 


Acre and s ex c om pos i tio n 

One of the interesting conclusions emerging from the distinc- 
tion between the informal and the guasi-formal sector is the 
importance of females in the former. Sixty three per cent of the 
employed population (both heads and wage workers) in the informal 
sector were women as compared to only 23 per cent in the guasi- 
formal sector. Thus, women’s participation is relatively greater in 
low income informal sector activities. It is also interesting to 
note that women's participation is about the same both as heads of 
enterprises and as (paid or unpaid) workers. In other words, the 
distribution cf women ia these activities between "heads" and 
"workers" is comparable to that of men. 

Turning to age composition, first it is interesting to note 
that, as elsewhere, only a third of all participants (i.e. 3,140) 
are below 3C yeras; and the fraction is about the same for both 
informal and guasi-formal activities. Further, the age composition 
does not vary significantly between males and females. Are there 
any differences in age between heads and workers? The proportion of 
heads below 30 jears is under a quarter of the total (i.e. 2,446) as 
compared to a third for all participants suggesting that, as 
elsewhere, the heads are somewhat older than workers. If the data 
are broken down by informal and guasi-formal sectors, the proportion 
of heads below 30 years is about 30 and 19 per cent respectively 



suggesting that relatively few youth establish own enterprises is 
the quasi -formal sector* The median age of heads in both the 
sectors combined is a little over 40 years as compared to about 38 
years for all participants suggesting that workers are somewhat 
younger but not so ycung as in tne case of Africa noted earlier* 


Schoolin g 

As expected/ a greater proportion of those in the guasi-formal 
sector were better educated; 39 per cent had eight years or more 
schooling as compared to only 13 per cent in the informal sector* 
But when compared to the economically active population in C6rdoba 
town as a whole, the average level of education in the two sectors 
was much lower* For example, 56 per cent of those employed in 
Cdrdoba had eight or more years schooling* About one-fifth of those 
with eight years and over schooling in both sectors had technical as 
opposed to general education* The median level of education of 
women in the informal sector was somewhat lower than for men; but 
in the guasi-formal sector both men and women had about the same 
level of education* The median level of education (i.e* years of 
schooling) of entrepreneurs for both sectors combined was only 
around five years. 


One of the debated issues in the context of the informal 
sector is whether it plays a significant role in absorbing migrants 
and, if sc, does it also provide opportunities for advancement in 
terms of income and employment. The evidence from C6rdoba sheds 
some light on this issue, as table 1 below shows: 


5 between 
gua si- for ma l and i nformal sectors 
by duration of residence j.n C6rdoba 


Duration of 
residence 
(years) 

Quasi-formal 

sector 

Informal 

sector 

Total 


Under 1 

8.8 

91.2 

100.0 

0.9 

1- 5 

45.7 

54.3 

100.0 

10.2 

6-10 

50*8 

49.2 

100.0 

14.3 

10+ 

54.6 

45.4 

100.0 

74.6 

All 

52*7 

47.3 

100.0 

100.0 

Note: Immigrants are defined as 

those born 

outside 

Cdrdoba. 


Given that 55 per cent of the heads of enterprises in both the 
sectors combined were born outside Cdrdoba, the results are 
significant. They suggest that a greater proportion of recent 
migrants to C6rdoba enter the informal rather than the guasi-formal 
sector. Since the proportion participating in the latter increases 





steadily with the duration of stay in C6rdoba it also suggests some 
mobility from low income to higher income activities. The sex 
composition of natives and migrants does not seem to be 
significantly different. The rate of flow of migrants into C6rdoba, 
however* seems to be slowing down. Surprisingly their median age is 
slightly higher than that of natives perhaps due to the fact that 
most of them had migrated 10 years or earlier. There are also some 
significant differences between natives and migrants in terms of age 
in the two sectors: in the informal sector 41 per cent of the 
natives were below 30 years as compared to 23 per cent among 
immigrants; and in the guasi- formal sector* 25 per cent of the 
natives were below 3C years in contrast to 14 per cent among 
migrants suggesting that a greater proportion of natives manage to 
establish own enterprises at a young age. The average level of 
education for migrants is somewhat lower than for the natives. For 
example* the proportion of migrants with 8 years or more schooling 
was 16 per cent in the informal and 34 per cent in the guasi-formal 
sector as compared to 18 and 39 per cent noted earlier for all heads 
(natives and migrants). Over one quarter of the migrants held 
temporary occupations like domestic servants* as own account workers 
compared to 20 per cent for natives. 


Skills an d occu pation 

Close to 60 per cent of the heads were estimated to be 
performing skilled work. But the proportion of skilled workers in 
the quasi- formal sector was much larger - 82 per cent - compared to 
30 per cent it the informal sector. There seems to be some 
complementarity between the level of education and skills. For both 
sectors combined* the proportion of skilled workers in the three 
educational groups 0-3 years, 4-7 years and 8+ years were 
respectively 4C* 58 and 70 per cent. 

Table 2 below shows the distribution of heads of enterprises 
by occupation* separately for the two subsectors. Although the 
guasi-formal sector covers a wider range of occupations it is 
interesting tc note that a good number of the heads are engaged as 
working proprietors (trade) and as sales workers. While it is true 
that a greater proportion of those in the quasi- formal sector are 
engaged as production* transport and construction workers* the 
evidence alsc suggests that the distinction between informal and 
quasi-formal sector cannot rest on occupational classifications* 
with the possible exception of "maids and domestic servants" who 
appear exclusively under the informal sector. 



T abl e 2: Di s tributio n of heads o f . e nterprise s 
by occupa t ion 


Occupation 

Informal 

sector 

Quasi-formal 

sector 

Total 

Professional 

4 (..) 

45 ( 3.4) 

49 ( 2.C) 

Managers 

1{..) 

51 ( 3.8) 

52 { 2.1) 

Clerical and related 

•** 

16 ( 1.2) 

16 ( 0.6) 

Working proprietors 

(trade) 

165(14.7) 

405 (30.5) 

570(23.3) 

Sales workers 

77 ( 6.9) 

134 (10.1) 

211 ( 8.6) 

Working proprietors 
(hotel) 

13 t 1.1) 

27 { 2.0) 

40 { 1.6) 

Maids, etc. 

409(36.5) 

- 

409 (16.7) 

Barbers, 

beauticians, etc. 

45 ( 4.0) 

28 ( 2.1) 

73 ( 3.0) 

Tailoring 

118(10.5) 

31 ( 2.3) 

149 ( 6.1) 

Wood and related 
manufacturing 

K. o 

34 ( 2.6) 

35 ( 1.4) 

Metal workers 


36 ( 2.7) 

36 ( 1.5) 

Fitters 

6 (• . ) 

54 ( 4.1) 

60 ( 2.4) 

Electricians, etc. 

3 (• • ) 

23 ( 1.7) 

29 ( 1.2) 

Plumbers, etc. 

3 (. . ) 

58 ( 4.4) 

61 ( 2.5) 

Painters 

18 ( 1.6) 

U6( 3.5) 

64 { 2.6) 

Bricklayers and other 

construction workers 

54 ( 4.8) 

155(11.7) 

209 ( 8.5) 

Transport equipment 

operators 


61 { 4.6) 

61 ( 2.5) 

Other occupations 

202 (18.0) 

123 ( 9.3) 

325(13.3) 


1 119(100.0) 

1 327(100.0) 

2 446(100.0) 

Note: Figures in parentheses are percentages. 

—— — - — »— » — — - — — — - — — — "" — — * 



The study attempted to measure the extent of mobility in 
occupations and skills by comparing the survey data with the 
corresponding data for 1964* The occupational distribution did not 
show significant changes between the two periods. Compared to 28 
per cent engaged as sales workers in 1964 / 32 per cent were so 
employed at the time of the survey (1976) « Those engaged as 
production workers showed a slight decrease from 28 to 24 per cent. 
What is perhaps more significant is the change in skill status. In 
all the major occupational groups the proportion of unskilled 
workers showed a significant decline between the two periods. The 
conclusion seems tc be that there is a greater mobility within the 
same occupational groups {from informal to the formal sector for 
example), than between them. These findings are also consistent 
with the response on job satisfaction. Only one quarter of the 
heads were not satisfied with their current job although this 



proportion is higher (35 per cent) for those in the informal sector, 
within the latter group , the more educated seem to be more 
dissatisfied; for example, 41 per cent of those with eight years or 
more schoolirg were dissatisfied with their present job as compared 
to 33 per cert among those with fewer than 3 years 1 schooling, 

A question related to the above is the duration of employment 
in the same occupation. Only a third of those in the informal 
sector and 29 per cent of those in the quasi-formal sector had been 
in the same occupation for under five years. In other words, a 
majority did not change their job for at least five years. This 
seems to cast doubt on the extent of mobility from the informal to 
the quasi-formal sector. 

The enterprise 

The distribution of sampling units by major activity groups is 
presented in table 3 below. Personal services, trade and 
manufacturing account for over 90 per cent of the informal sector 
activities ir. Cdrdoba. Although construction plays a significant 
role within the quasi -formal sector it is surprising to see 16 per 
cent of the units engaged in the provision of personal services 
yielding significant incomes. Manufacturing ir general is 
relatively less important in noth the sectors. 


Table 3 : Distribution of informal and guasi- 
for mal un it s by activity 




Informal Quasi- Total 

sector formal 

sector 


Agriculture and 


related 

12 t 

1.1) 

5( 

0.4) 

17 ( 

0.7) 

Manufacturing 

171 ( 

15. 3) 

189 ( 

15.4) 

360 t 

15.4) 

(Textile and related) 

153 ( 

13.7) 

61 ( 

5*0) 

214 ( 

9*1) 

Construction 

83 ( 

7.4) 

208 ( 

16,9) 

291 { 

12.4) 

Trade and restaurants 

219 ( 

19.6) 

492 ( 

40.1) 

711 { 

30.3) 

Transport, storage and 
commun ica tion 

11 { 

1,0) 

73 ( 

5.9) 

84 ( 

3.6) 

Services 

620 ( 

55. 6) 

261 ( 

21.2) 

881 ( 

37. 6) 

(Personal services) 

605 ( 

54^2) 

195 ( 

15*£) 

80C ( 

34*1) 


Total 1 116(100.0) 1 228 (100.0) 2 344(100,0) 

Note: Figures in parentheses are percentages. 


Within the informal sector, virtually all the units in 
manufacturing, 75 per cent of those in personal services and half of 



those in trade are headed by women. By contrast, in the quasi- 
formal sector, 85 per cent of manufacturing, 76 per cent of trade 
and 87 per cent cf services enterprises are headed by men. The 
dominance of men in the quasi- formal sector and women in the 
informal sector has significant eguity implications since the 
distinction between the two sectors hinges on the income criteria. 
It is not clear whether the women workers in the informal sector are 
secondary earners* 

The structure of the sample units in terms of size is shown in 
table 4. Over three-quarters of them have own-account workers 
without any fixed location* Among those with fixed location, over 
two-thirds belonged to the quasi-formal sector. Whereas 70 per cent 
of such enterprises in the informal sector worked in their homes, a 
similar proportion of those in quasi-formal sector worked in non- 
residential premises* (Not shown in the table.) Except for those 
in trade ana related activities, a large majority of the sample 
units do not have a fixed location. These findings suggest that 
investment in business premises is relatively unimportant for most 
of the enterprises. 


Employmen t 

Table 4 also shows that 43 per cent of the 549 establishments 
have no wage workers; thus, wage employment is important only to 
some 13 per cent of all sample units. And 91 per cent of those 
employing workers are in trade and services* Very few of the 
manufacturing units employed any workers - unlike in other cities 
cited earlier. In fact only 10 per cent of the workers, almost all 
in the quasi-formal sector, were in manufacturing. The total number 
of wage workers works out to 689 of which 83 per cent were in the 
quasi-formal sector. Total employment generated in all the 2,344 
units was only 3,080.* Thus, the dominant feature of the informal 
sector in Cdrdcba seems to be the smallness of the enterprises in 
terms of numbers of workers. 


SaejtaJ, 

The study unfortunately does not present data on capital and 
value added; but it does provide some information on the ownership 
of assets and entrepreneurs* earnings. Since the own-account 
workers without fixed location possess relatively little capital 
mainly in the form of tools and perhaps some inventories in the case 
of trade, the data on capital ownership pertains to establishments 
in fixed locations. With regard to assets in the form of premises, 
half of the informal sector enterprises operated in the residence 
owned by them; most of the remaining presumably rented their 
premises. But mcst of the informal sector units owned other kinds 
of fixed assets in use. In the case of the quasi^formal sector, one 
quarter of the enterprises owned their business premises and 18 per 
cent owned the residence in which they operated; most of the 
remainder apparently rented their premises. As in the case of the 
informal sector, most of these enterprises owned whatever fixed 


* Since in a few cases the enterprise had more than one owner# 
the total number quoted above is smaller than 3,140 participants 
noted earlier. 
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assets they used for business* since the bulk of the enterprises in 
both sectors were in trade/ construction ^ and services/ it is 
unlikely that investment in fixed assets in the fora of tools and 
equipment was substantial. 


Earniros and income inequa l iti es 


Turning to income of heads of these enterprises/ it is clear 
from table 5 that a large majority of those in the informal sector 
belonged to the low-income category of under 80/000 pesos (or US$71) 
per month/ which should of course be expected given the sampling 
procedures based on the income level. What is perhaps disquieting 
is that even within the qua si- formal sector a good number of the 
heads belong to the low-income category; since all of them are own- 
account workers without fixed location/ their inclusion in the 
quasi-formal sector is a misclassification. Furthermore, it is also 
worth noting that only one quarter of the quasi-formal sector heads 
receive an income of over 400,000 pesos {or US$357) per month. 
These findings suggest that a majority of the heads in these two 
sectors combined, perhaps over two-thirds receive an income below 
the national per capita level which is estimated to have been around 
US$1,640 in 1973 (i.e. US$137 or 1,540 hundred pesos per month). 
Only a few received incomes comparable to the formal or the public 
sector. Making allowance for a median household size of four, these 
income figures suggest a much lower level of per capita income. 

The data presented in table 5 also shows that there are 
significant disparities in the distribution of income even within 
the same groups of enterprises. Among cwn-acccunt workers without 
a fixed location, a greater proportion (59 per cent) of the skilled 
entrepreneurs belong to medium and higher income categories as 
compared to the unskilled (23 per cent) , Similar conclusions also 
hold for enterprises in fixed locations as well. Provision of 
skills could therefore play an important role in increasing the 
incomes of small entrepreneurs and improving income distribution. 



T able. 5: Distribution of heads of e nte rprises 
by i n come l e vel and skills (per cent! 


Income 

(hundreds of 

pesos per 

month) 

Low 

Medium 

High 

Total 

under 

800 801-4 000 

4 000+ 



Own-accoun t w ork ers wi th out fi re d location (1 760) 


Informal (896) 

92*5 

7.0 

0.5 

100.0 

Quasi- formal (864) 

24.1 

55.1 

20.8 

100.0 

Both (1 760) 

58.9 

30.6 

10. 5 

100. C 

shilled (891) 

41.4 

45.8 

12.8 

100.0 

unskilled (869) 

76.9 

15.1 

8.0 

100.0 


Heads of enter p ri ses w ith fixed location (640) 


Informal (206) 

100.0 

- 

- 

100.0 

Quasi-fcrmal (434) 

- 

69.8 

30.2 

100.0 

Both 

32.2 

47.3 

20.5 

100.0 

skilled (453) 

21.8 

49.5 

28.7 

100.0 

unskilled (187) 

57.2 

42.2 

0.6 

100. c 

All enterprises (2 400) 

51. 8 

35.1 

13.1 

100.0 

Informal (1 102) 

93.9 

5.7 

0.4 

100.0 

Quasi-fcrmal (1 298) 

16.0 

60.0 

24.0 

100.0 


Another interesting conclusion emerging from the study 
pertains to inegualities in income distribution between men and 
women* According to table 6, a greater proportion of female heads 
of enterprises in Cdrdoba informal sector belong to low-income 
groups as compared tc men* For both the informal and the guasi- 
formal sectors combined, 85 per cent of women belonged to the low- 
income category as compared to only 39 per cent for men. The 
relatively lower levels of mean income for females can he explained 
partly in terms of the activities in which they participate, viz* 
personal services and retail trade* Similar conclusions seem to 
hold for heads of enterprises with fixed location as well; 56 per 
cent of women were in the low-income group as against 23 per cent 
for men. 



Table 6 : Distr i but io n of b eads of enterprises 
b y "Tncome l evel and se x {p er cent! 


I ncome {hundreds of pesos per mont hj 

Low Medium High Total 

under 800 801-4 000 4 000+ 


I. Own-account workers without fixed location 



Informal 

Men 

80.4 

18.9 

0.7 

100.0 

Women 

97.8 

1.9 

0.3 

100.0 

Quasi-fcrmal 

Men 

23.7 

56.4 

19.9 

100.0 

Women 

26.0 

48.1 

26.0 

100.0 

Both 

Men 

39.0 

46.2 

14.8 

100.0 

Women 

II. Heads of enterprises 

85.0 

with fixed 

10.1 

location 

4.9 

100.0 

Informal 

Men 

100.0 

- 

- 

100. 0 

Women 

100.0 

— 

- 

100.0 

Quasi- formal 

Men 

- 

65.7 

34.3 

100.0 

Women 

- 

88.5 

11.5 

100.0 

Both 

Men 

23.1 

50.5 

26.4 

100. c 

Women 

55.9 

39.0 

5.1 

100.0 


Linkage s 

The Cdrdoba study, as studies elsewhere have shown, suggests 
that households and individuals provide the major market for their 
goods and services. Eighty two per cent of the informal sector 
units and 72 per cent of those in the guasi-formal sector sell 
directly to the final consumers; only 13 and 16 per cent 
respectively relied on intermediaries. Quite naturally, 92 per cent 
of those relying on intermediaries were own-account workers without 
a fixed location. Perhaps lack of premises and direct access to 
market force them to rely on intermediaries, implying that at least 
some of these units are unable to realise their full income 
potential. Kith regard to linkages with the Government, 93 per cent 
of the establishments in fixed location were subject to registration 
and inspection. 

SEQ3&fe-afi4-egEansion 


The data on age structure of these units provide some 
indications about growth of this sector. The proportion of 



enterprises that emerged daring the year preceding the survey was 
6.1 per cent. This seems to suggest that the number had been 
growing at a "gross" rate of perhaps 6.5 per cent per year (i.e. 6.1 
over 93.9). Nearly one-third of the sample units had come into 
existence during the five years preceding. A breakdown of the data 
separately by activity and type of enterprise is presented in table 
7. One of the interesting findings is that the rate of growth of 
own-account enterprises without fixed location seems to be 
substantially higher as compared to that for establishments in fixed 
locations. The most obvious explanation for this phenomenon seems 
to be that there are few constraints if any to entry in the former 
category. Further/ trade and "other" activities seem to be growing 
faster in both types of enterprises. These findings also imply 
difficulties ir. access to business premises in choice locations 
closer to markets or central parts of the city. In other words, 
access to markets could be an important consideration in opting for 
variable locations. Lastly, only a handful of enterprises with two 
or more workers had come into existence in recent years suggesting 
that employment growth if any occurred primarily through entry of 
new enterprises rather than through increase in wage employment as 
elsewhere. 

Table ? : Dis tributio n of enterprises by activity 
and age of b usiness (per cent) 


Age of fanu- Construe- Trade Services* ether* To+al 
business factur- tion 
(years) ing 


cjj£.I.aSg.9.VlPt^wo £ kers^withoujL.fi^ed^lgcatj ; on 


Under 1 

10.0 

3.4 

10.5 

4.2 

10.9 

6.8 

1- 2 

4.8 

7.9 

8.0 

10.9 

11.7 

8.9 

2- 5 

21.4 

5.2 

15.4 

16.5 

20.4 

15.7 

5-10 

13.6 

20.3 

24.7 

25.1 

29.2 

22.4 

10+ 

50.2 

63.1 

41. 4 

43.2 

27.7 

46.2 

All 

10C.C 

100. C 

100.0 

100.0 

100.0 

100. C 


(331) 

(290) 

(324) 

(713) 

(137) 

(1 795) 


establishments in 

fixed lo< 

cations 



Under 1 



4. 4 

1.7 

7.1 

3.6 

1- 2 

3.4 

- 

9.3 

1.7 

14.3 

7.5 

2- 5 

13.8 

- 

24.5 

16.1 

42.8 

22.6 

5-10 

6.9 

1C0.0 

20.7 

21.2 

21.4 

20.2 

10+ 

75.9 

- 

41.1 

59.3 

14.3 

46.1 

All 

100 . c 

lco.c 

100.0 

100.0 

100.0 

100.0 


(29) 

(1) 

(387) 

(118) 

(14) 

(549) 


* Insurance, real estate and related services are included 
under "other" category which also includes primary activities 
and transport. 

Note: Figures in parentheses indicate the number of sample 

units. 



Turning to the question of expansion# only 20 per cent of the 
informal sector and 53 per cent of the quasi-formal sector 
establishmer ts having fixed locations showed interest in expanding 
their business. In the first case non-availability of loans at 
reasonable rates of interest# lack of suitable premises and lack of 
demand were cited as the constraints preventing expansion by 100# 93 
and 40 per cent respectively of those interested in expansion. in 
the case of the quasi-formal sector# however# lack of demand figured 
as the most important factor (70 per cent); only 48 and 18 per cent 
respectively, of the enterprises# complained that credit and 
premises were limiting factors. 1 With regard to access to credit 
from banks there seems to be one major difference between the 
informal and the quasi-formal sectors; only 6 per cent of the former 
enterprises ever obtained a bank loan as compared to 86 per cent in 
the latter. Consistent with the above# 71 per cent of those in the 
informal sector did not believe they can get bank credit (compared 
to only 14 per cent in the other case) because they lacked the 
collateral necessary and because of the absence of favourable 
government policies. 


Informal R ecto r and urban environment 

Statistics concerning living conditions in 1965 suggest that 
the housing condition in Cdrdoba was reasonably good as compared to 
Africa# for example; 83 per cent of the dwelling units were 
estimated to be indepen dert units and only 8 per cent were “shacks 
and temporary 11 structures. In terms of access to utilities# 83 per 
cent had running water# 95 per cent had toilet facilities and 91 per 
cent had electricity. But in terms of occupancy rates, 29 per cent 
of the dwellings fell below the international standards and were 
overcrowded. These statistics are also reflected in the sample 
data. Comparing the living conditions of informal and quasi-formal 
sector participants# few differences are to be noted: own 
residential premises: 70 per cent in informal sector and 65 per cent 
in quasi-formal sector; rented: 24 and 28 per cent; rent-free: 15 
and 6 per cent respectively. In other words# not only most of the 
households participating in the two sectors have access to basic 
urban amenities but a majority also own their own premises 
(including land) . 

Notwithstanding the above positive features of Cdrdoba# a 
minority of the city population lived in what are known as 
“emergency towns” or “poverty towns” according to the 1970 
Population Census. The residents of these shanty towns or slum 
dwellers belonged to the fringe of the informal sector# some 80 per 
cent of them working as domestic servants or casual labourers with 
little vocational training or capital. It is also interesting to 
note that 54 per cent of the population in these towns is under 20 
years as compared to 36 per cent for the whole of Cdrdoba. It is 
also interesting to note that only 42 per cent were immigrants; 
three-quarters of the native population were under 20 years old 
because most of them were born to immigrants in C6rdoba. As against 
the average household size of four for the city# it is seven in the 
slums. In terms of schooling# only 11 per cent completed the 
primary level. Also of those working# 84 per cent were independent 
workers and 16 per cent were wage workers; and half of the employed 


1 The reasons cited are not mutually exclusive 



did not have a regular source of income. With regard tc income, 
most of the slum dwellers earned between 25 and 85 per cent of the 
legal minimum wage, the average being 56 per cent. These findings 
not only emphasise the close link between poverty, employment and 
environment but also the constraints to upward mobility even with- 
in the informal sector. 


conclusions 

Though a third of all informal sector participants in C6rdoba 
are under 30 years of age, as elsewhere, only a quarter of the heads 
of enterprises belonged to this group. The proportion of younger 
heads was even smaller, only 19 per cent, in the quasi -informal 
sector which generates relatively higher incomes. Women's 
participation in the C6rdoba informal sector seems to be relatively 
greater as compared to other cities noted earlier: 38 per cent as 
compared to 25 per cent in Jakarta and Freetown, 15 per cent in 
Lagos, 12 per cent in Colombo and 11 per cent in Kano. But a large 
majority of those engaged in low-income activities, 63 per cent, 
were women as against only 23 per cent in the guasi-formal sector, 
which is also reflected in the distribution of heads by earnings, 
relatively mere skilled heads received relatively higher incomes. 
In terms of education, the Cdrdoba informal sector is not very 
different from other cities noted earlier; the majority had under 
8 years of schooling but a greater proportion of less educated {and 
unskilled) ones participated in low-income activities or what is 
described in this study as purely informal sector. Education and 
skill acquisition seem to be complementary. 

With regard tc job mobility, only some 30 per cent of the 
heads had changed their jobs during the five years preceding the 
survey; further mobility seems to be restricted to similar 
occupational groups. Unlike in Africa, there seems to be little 
migration to Cdrdoba ir. recent years which may partly be explained 
by rising unemployment and deceleration in economic growth in the 
region. Consequently, most of the immigrant heads in the informal 
sector were residents of Cdrdoba for 10 years or longer. 
Nevertheless, the study suggests that a greater proportion of the 
recent immigrants participated in the low-income informal sector as 
against a large majority of older migrants in the quasi-formal 
sector indicating that longer duration of stay in the city 
contributes to some upward mobility. 

Notwithstanding the substantial economic transformation that 
took place in C6rdoba during the 1950s and 1960s, the informal and 
quasi-formal activities in the city are not dominated by 
manufacturing but by trade, construction and service activities. 
Both the level of capital utilisation and the income generated are 
significantly lower than those in the formal sector. In fact, a 
large majority of the participants in the two sectors seem to be 
earning below the legal minimum wage. 

Most of the informal sector units in C6rdoba did not have any 
hired workers; only 14 per cent provided wage employment. Thus, 
the informal sector is mainly a source of self-employment rather 
than wage employment. Eighty-nine per cent of males and 75 per cent 
of females worked full-time. Only a small fraction of the sample 
units operated m fix location implying lack of access to markets in 
choice locatxons is an important factor constraining their income 
and expansion. A greater proportion of those in low-income 
activities (7C per cent) operated in their own residential premises. 



Though the level of income generated in the sector was sub- 
stantially lower relative to that of the formal sector, the living 
conditions and access to urban amenities were significatnly better 
as compared to African cities, for * example* Since much of the 
recent growth in informal sector units is occurring in low-income 
activities without fixed location, there seems to be an urgent need 
to improve the physical environment, notably access to business 
premises. Evidence based on shanty town dwellers suggests a close 
link between employment, poverty and environment# It would 
therefore seem necessary to initiate programmes that can 
simultaneously tackle all these three factors# 

Although credit facilities and provision of appropriate 
infrastructure in the form of premises with direct access to markets 
could play an important role in promoting income and productivity in 
this sector, the dominance of trade and personal service activities 
coupled with demand constraint would seem to limit the scope for 
action along these lines. Perhaps a programme to diversify the 
skills (and hence activities) followed by appropriate linkages to 
formal sector activities seems to hold greater promise in the 
context of productive employment generation in £6rdoba# 



CHAPTER 12. T HE URBAN INFORMAL SECTOR ACT INDUSTRIAL 

DEVELOPMENT! ^ A SHA LL CITY: THE CASE OF 
~ ’ CAM PINAS (B RAZIL) 

Mar.oel Testa Berlinck, Jos4 Murari Bovo 
and Laiz Carlos Cintra* 


The city of Campinas, located 94 kilometres from Sao Paulo, is 
an intermediate urban centre within the municipio of Campinas whose 
population in 1970 was around 376,000. Located in the centre of a 
region specialising in plantation crops, Campinas served as the 
“mouth of the sertas " through which agricultural production was 
funnelled for onward transmissiDn to domestic and international 
markets. Consequently, it acquired considerable investment in the 
form of infrastructure during the last century. Though industries 
began to appear towards the end of the nineteenth century it was not 
until 1950 that a profound change in industrial structure began to 
take place. 

The tctal population of the municipio of Campinas increased at 
an annual rate of 1.6 per cent between 1940 and 1950; but the rate 
of increase shot up to 3.7 per cent per year during 1950*60 and 5.5 
per cent per year during 1963-70. Correspondingly, the share of 
rural populations in the municipio decreased from 40 per cent in 
19 no to 13 per cent in 1973. Evidently migration played an 
important role in the process. The share of agriculture in total 
employment in this region decreased from 39 per cent in 1960 to 9 
per cent in 1970 while that of industry increased from 21 to 48 per 
cent during the same period* The massive economic transformation 
however came to an end by 1973 when the rates of growth of 
employment showed a substantial drop in most of the sectors. 
Nevertheless the study of the informal sector in Campinas should 
prove to be quite interesting, particularly in the context of 
migration and a decline in relative importance of agriculture. 

The universe covered by the study included own-account workers 
(with or without unpaid family labour) and small enterprises with 
fewer than ten wage workers. The study is based on a sample of 500 
units, divided in the ratio of 23:40:40 between industry, commerce 
and services respectively. The interesting feature of this stiidy is 
that it analysed the data collected with particular reference to the 
size of the unit where size was measured in terms of capital owned. 
Thus, the sample units were stratified into three groups; I — 
capital up to Cr$10,000 (or about US$930) per unit; II - capital 
between Cr$l0,GC0 and 50,300 (i.e. US$930— 4,650) ; and III — 
Cr$50,000 and above (or US$4, 650+) • 

Table 1 shows the distribution of sampling units within each 
major group as well as by the capital size of the units. Within the 
service sector, repair services accounted for 46.5 per cent, 
construction and transport services for 12 per cent and the 
remainder, other services. 


* Instituto de Filosifia e Ciencias Humanas, Universidade 
Estadual de Campinas, Brazil. 



Table 1: Dis tri bution of sample unit s bY_actiyj/ty 
and capital size (per cent) 


Ac 

tivity 

Capital size (Cr$ 

*000) 

, All 
units 


I 

(under 

10) 

II 

clo- 

50) 

hi 

(50+) 

Total 

A. 

Industry 

14.6 

17.5 

67.9 

100.0 

100.0 


1. Tailoring 

91.7 

8.3 

- 

100.0 

11.7 


2. Garments 

11.1 

22.2 

66.7 

100.0 

8.7 


3. Metallurgy 

3.2 

29.1 

67.7 

100.0 

30.1 


4. Printing and publishing 

- 

10.0 

90.0 

100.0 

9.7 


5. Carpentry 

- 

15.4 

84.6 

100 . c 

12.7 


6. Other 

7.2 

10.8 

82.0 

100.0 

27.1 

B. 

Commerce 

20.7 

26.4 

52.9 

100.0 

100.0 


1. Bars and groceries 

11.0 

29.7 

59.3 

100.0 

43.7 


2. Apparel and haberdashery 

8.3 

33.3 

58.4 

100.0 

11.5 


3. News stands 

68.0 

32.0 

- 

100 . c 

11.9 


4. Peddlars 

80.0 

20.0 

- 

100.0 

7.2 


5. Other 

3.7 

16.9 

79.4 

IOC . 0 

25.7 

C. 

Services 

37.3 

43.2 

19.5 

loo.c 

loo.c 


1. Shoe repair 

75.9 

20.7 

3.4 

100.0 

15.7 


2. Auto repair 

6.1 

45.5 

48.4 

loo.c 

17.8 


3. Barber, beauty shops 

38.9 

51.9 

9.2 

100.0 

29.1 


4. Other 

32.7 

43.0 

24.3 

10C.0 

37.4 


TOTAL (A+B+C) 

26.0 

31.0 

43.0 

100.0 



A striking feature of these units in Campinas is that they use 
substantially larger amount of capital as compared to the informal 
sector units in other cities presented earlier. Only a guarter of 
the enterprises used under US$933 worth of fixed assets; as many as 
43 per cent had ever US$4,650. Of course the larger units also 
employ more labour as will be shown later. With the exception of 
tailoring (most of them are run by own-account workers) , the 
industrial units used relatively larger amounts of capital. In 
commerce, except for news stands and peddlars operated by own- 
account workers, other units used relatively larger amounts of 
capital. In the service sector, most of the units engaged in the 
production of personal and social services used relatively small 
amounts of capital. 

It should not therefore come as a surprise that 93 per cent of 
the units had a fixed place of work; 94 per cent operated in legal 
structures, mostly in non-residential premises; most of the 
structures were permanent, with masonry construction, had 
electricity and water, and were easily accessible. As should be 



expected, the few which did not conform to the above description 
belonged to stratum I with little capital. Among the few who did 
not operate in a fixed structure/ 60 per cent had motorised vehicles 
and 20 per cent/ non- motorised vehicles. Lastly, 90 per cent of the 
units were legally registered with appropriate authorities* 

Though the use of capital has already been emphasised, it is 
nevertheless worth noting that only 13 per cent of the sample units 
did not possess or use any capital equipment or tools. Virtually 
all the units owned the machinery and equipment used by them. In 81 
per cent of the cases they were acquired through own savings; in 
only 8 per cent of these cases the purchase of equipment was 
financed by private banks* In this respect, Campinas does not 
differ from ether studies cited earlier. 


Heads cf ente rp ris es 

Eighty-eight per cent of the heads of these units were males. 
Fifty six per cent of the heads were between 30 and 49 years old; 22 
per cent each belonged to under 30 and above 49 years groups. 
Median age thus seems to have been around 40 years. With regard to 
schooling, 2,5 per cent of the heads were illiterate; 15 per cent 
had incomplete primary education and 41 per cent had primary level 
education. Considering the amount of capital possessed, it is 
remarkable that only 40 per cent of the heads had beyond primary- 
level education. 

Turning to the role of migration, only 22 per cent were born 
in the city of Campinas; 73 per cent had come from other parts of 
Brazil and the rest from abroad. Over two-thirds (68 per cent) of 
those bom cutside had lived in the city for longer than ten years. 
Thus, as in the case of Cdrdoba, only a small proportion of the 
heads of er ter prises were recent migrants (i.e. those who came to 
Campinas within the ten years preceding the date of survey). 
Further a majority (73 per cent) of those born outside Campinas had 
lived in an urban area before migration; in other words, unlike in 
other cities noted earlier, few came from rural areas. 

One of the interesting findings of the study pertains to 
occupational mobility. Eighty-six per cent of the heads had been in 
an occupation different from the current one. About three-quarters 
of them were in fact wage worker s in industry, commerce and 
services; and the remaining were own-account workers. In 
otherwords, the informal sector in Campinas as defined in this study 
seems to have played an important role in providing better income 
opportunities for many wage workers in the formal sector. It is 
further interesting to note that a majority of those who did switch 
to the informal sector did not encounter any difficulty. Unlike in 
other cities, over cne half of the heads overcame the problem of 
initial capital by accumulating their savings through wage 
employment. It would thus seem that these entrepreneurs entered the 
formal sector in order tc acquire skills and capital before actually 
establishing their own enterprises. For the remainder, the initial 
capital came from own savings through self-employment, or from 
friends and relatives. Inly 2 per cent relied on banks. Finally, 
60 per cent of those who acquired their capital through wage 
employment were in capital strata I and II. 


Table 2 shows the distribution of sample units by the level of 
income received by the head and by capital size of the unit. 



Consistent with the amount of capital used by these units, the 
income earned by these heads is substantially higher than that 
earned by entrepreneurs in other cities discussed earlier. The bulk 
of them {12 per cent) were in the range of 1,000 to 5,000 cruzeiros 
(or 0 S$93 to US$464) per month; only 10 per cent earned under US$93 
per month, the median being around US$310. Given the national GNP 
per capita of US$1, 14C (or about 1,023 cruzeiros per month) in 
1976, 1 90 per cert of the heads received a higher level of income. 
Likewise a large majority of the heads were above the legal minimum 
wage income. As should be expected, those with less capital 
dominated the lowest income bracxet; 72 per cent in the latter 
bracket belonged to capital stratum I. Conversely, heads in higher 
income brackets mostly belonged to capital strata II and III. 


Employm ent 

Of the 50C sample units, 232 (or 46 per cent) were one-person 
enterprises run by own-account workers. Of the remainder, 65 units 
did not employ any wage workers but had unpaid family workers - 120 
persons to be precise. Thus, only 183 units engaged wage workers 
and some of them had unpaid family workers as well. The total 
number of wage workers in them was 616; and the number of unpaid 
family workers, 132. Total employment generated in the sample units 
was thus 252 family workers plus 616 wage workers in addition to 500 
entrepreneurs or 1,368 persons. The average size cf the enterprise 
thus works out to 2.74 persons. 


lab le ,2: Dis^rjLbutjgii. of, sample 

o f c ap ita l ftnd monthly income per unit 
(per cent) 


Amount of capital Monthly income 

(Cr$* 000) 


Up to From 1 001 From 5 001 More than Total 
Cr$l 000 to 5 000 to 10 COO 10 000 


Stratum 

I (urder 1G) 

( 72)29 

( 26)68 

( 3) 2 

( 

4) 

1 

( 26)100 

Stratum 

II (10-5C) 

( 14) 5 

( 27)83 

( 22)11 

( 

4) 

1 

( 31)100 

Stratum 

III (50+) 

( 14) 3 

( 37)60 

( 75)25 

( 

92)12 

( 43)100 

TOTAL 


(100)10 

(100)72 

(100) 15 

(100) 

5 

(100) 100 


Note: Cr$10.77 = US$1, on the average in 19^6. 

Figures in parentheses are column percentages. 


Table 3 below shows the sire distribution of enterprises with 
wage employees (i. e. 183 units). It is clear that a majority of 


i 


World Eank: Wor ld p e v^lopaent fteport, 1978 , op. cit. , 


p. 77. 





them/ 61 per cent, had between one and three wage workers; only a 
few (16 per cent) had seven or more wage workers* But from the last 
column of the table it is evident that only 30 per cent of the wage 
employment originates in such small enterprises. The table also 
shews the distribution of workers by age and sex* As elsewhere, 
relatively few females (16 per cent) participated as wage employees. 
The proportion of wage employees under 18 years of age is however 
quite significant * about 3D per cent* If the data on wage workers 
are broken down by the amount of capital owned by enterprises, 89 
per cent of all wage workers were employed by those in capital 
stratum III, i*e*, over 50,003 cruzeiros. In other words, most of 
the wage employment in the Campinas informal sector is provided by 
enterprises with more capital* Further, since only a few hired 
workers on a part-time or temporary basis, most of the wage 
employees were also full-time workers* 


Tabl e, 3; Dis tributio n of 

* by siz e of enterprise 


Size 
(number 
of wage 

Sample units with 
wage workers 

Distribution 

of 

wage ! 

workers (per cent) 

workers per 
enterprise) 

No* 

Per cent 

Under 
years 
of age 

18 

18+ 

years 

Total 

Column 




M 

F 

M 

F 



1 to 3 

112 

61.2 

24 

8 

59 

9 

100.0 

30 

4 to 6 

42 

23.0 

25 

8 

59 

8 

100.0 

32 

7 to 10 

29 

58.8 

23 

3 

62 

12 

100.0 

38 

All 

183 

100.0 

24 

6 

6C 

10 

100.0 

100 

(616) 

Note: M - Males; F - Females; figure in 

absolute number of workers. 

parentheses refers 

to 


With regard to supply of labour, about half the enterprises 
hiring workers had difficulty in getting skilled labour. Only a 
quarter of the wage workers seem to have come from rural areas. 
Also, most of the wage workers (76 per cent) had worked earlier with 
either small or large enterprises; 1 only 11 per cent were 
unemployed before. Turning to wage payment, -almost all the 


1 The mobility from formal sector wage employment to self- 
employment in the informal sector may at least partly be attributed 
to the prevailing legislation concerning enterprises and workers* 
Thus, for example, large enterprises are known to prefer 
subcontracting to own account workers rather than hiring workers 
themselves in order to avoid expenses on social security and the 
like foreseen in the labour legislation. 





enterprises paid wages in cash; and 60 per cent of the enterprises 
revise the wage on an annual nasis and 13 per cent on a semi-annual 
basis . 


Linkages and constraints 

Limited access to credit from banks for starting an enterprise 
was already mentioned* Likewise, 96 per cent of the sample units 
relied on own funds for their current expenditures# Although 55 per 
cent of the units never tried to get credit, of those who did, over 
60 per cent did not encounter any obstacles# This suggests that 
access to credit is a problem only to some enterprises and most of 
them felt that stringent requirements prevented them from getting 
credit. Of course 87 per cent of those who tried to get credit and 
did not encounter any obstacles belonged to larger firms with more 
capital viz., strata II and III. Nearly three-quarters of those in 
stratum I with little capital did not even try to get credit# 

With regard to other forms of backward linkages, 90 per cent 
of the manufacturing units attained their raw materials from (small, 
medium and large) enterprises an I only 10 per cent depended on 
house holds/ir dividuals. In fact, 34 per cent depended on large 
"■n-.erprises alone, 22 per cent on small enterprises and 34 per cent 
on both. There seems to be some market imperfection in obtaining 
raw materials; a third of those relying exclusively on large 
enterprises bought their raw material requirements from a single 
large enterprise# In any case, these findings suggest a significant 
amount of integration of these activities in Campinas with the rest 
of the economy# Among the units engaged in commerce, 99 per cent 
relied on small and large enterprises (31 per cent on large only, 29 
per cent on small only and 39 per cent on both)# Here again, 22 per 
cent of the sample units relied on a single enterprise (large or 
small) for their merchandise. 

One of the interesting features of the above linkages is their 
variation with the size of enterprise# With regard to industrial 
units, only two-thirds of those m capital stratum I bought their 
inputs from enterprises, large or small, in contrast to 96 per cent 
in stratum III. Another interesting finding is that 44 per cent of 
those in stratum II relied on a single enterprise for their raw 
material needs. But in the case of trade enterprises, 52 per cent 
of those ir capital stratum I (little capital) obtained their 
merchandise from a single enterprise, large or small# It is not 
clear whether these units are subject to subordination by those on 
whom they depend; but it does raise a guestion for further 
examination. 

Turning to forward linkages, 83 per cent of the units sold 
their goods and services mainly zo households; only 12 per cent 
sold exclusively to small or large enterprises. As should be 
expected, the link with households was stronger for units in (low 
capital) stratum I. In terms of geographical area, 90 per cent of 
the clientele were located in the town or municipio of Campinas. 
These findings suggest that the survival of this sector in Campinas 
depends primarily on local household incomes as in the case of other 
cities discussed earlier. 



Growth, expansion and a ttitude s 
towards go ver n ment policie s 

'Though it is difficult tc judge the rate of growth of informal 
sector units ii- Campinas in recent years, the data available suggest 
that it is net far different from other cities/towns discussed 
earlier. Fift}— five per cent cf the sample units in Campinas had 
come into existence during the five years preceding the date of 
survey as compared tc 69 per cent in Freetown, 66 per cent in Lagos, 
62 per cent in Jakarta and 51 per cent in Kumasi. Twenty-two per 
cent were between five and ten years old and 23 per cent over ten 
years . 


The study also attempted to measure the extent of improvements 
effected by these units. About one-guarter of them had significant 
improvements and a third had small improvements in the business 
premises during the year preceding the survey. But the proportion 
reporting such improvements was aigher in those with more capital; 
35 per cent in stratum I as against 7G per cent in stratum III. 
Similarly 1C per cent had improved the method of 
production/operation significantly and 12 per cent had done so to a 
lesser extent; for the majority (77 per cent) there was no change. 
A greater proportion of those reporting improvement, of course, 
belonged to higner capital strata. About one-half of the 
enterprises had improved tne guality of their products and a 
majority of them were larger enterprises. Finally, with regard to 
demand, 44 per cent had experienced an increase and 50 per cent did 
not experience any change in recent years. Of those- in the 
expansionary phase, 55, 26 and 19 per cent were respectively in 
strata III, II and I suggesting that larger enterprises had a 
greater chance of expansion. 

When asked about the changes in volume of capital invested 
during the five years preceding the date of survey, 22 per cent of 
the units reported a substantial increase and 51 per cent, a small 
increase; for 25 per cent, there was no change. Here again, 71 per 
cent of the units reporting a substantial increase in capital 
belonged to the (highest capital) stratum III; only 21 and 8 per 
cent respectively to strata II and !• Consistent with these 
results, 14 per cent cf the units had a substantial increase in net 
revenue and 48 per cent, a small increase; only 7 per cent reported 
a decrease. Over two-thirds of those with substantial increases in 
income belonged to {highest capital) stratum III as opposed to 14 
per cent m stratum I. In conclusion, the Campinas study suggests 
tha* enterprises with most capital tended to grew and effec^ 
improvements in business. 

With regard to constraints on expansion, decrease or elimina- 
tion of taxes was desired by two-thirds of the units; a greater 
proportion of them of course belonged to higher capital strata. 
Competition in general did not pose a threat to expansion. For two- 
thirds of the enterprises, compatition did not affect their income. 


Given that less than 2 per cent of the population of the 
municipio of Campinas wera living in slums (at the time of the 
survey), coupled with the finding that a large majority of the 
selected enterprises had significant amounts of capital yielding an 



income well above that implied by the legal minimum ^ wage to their 
heads suggests that the informal sector in Campinas is substantially 
better off as compared to other cities cited thus far* 

The informal sector in Campinas seems comparable to that in 
other cities discussed earlier in many respects* Women*s 
participation is quite small/ only 12 per cent among the heads and 
16 per cent among wage workers. Unpaid family labour plays an 
important role* Only 22 per cent of the heads were under 30 years 
of age. Median level of education of the heads was only around 
primary level* Though migration is important in the sense that 78 
per cent of the heads were born outside Campinas/ as in the case of 
C6rdoba, very few were recent migrants; over two-thirds had been in 
the city for longer than ten years* Also very few migrated from 
rural areas. 

The Campinas study is significant and interesting from certain 
points of view. First, a large majority of the heads had 
experienced occupational mobility. Perhaps this is largely related 
to the massive transformation from agriculture to industry, commerce 
and services that took place in the region. Second, the average 
amount of capital possessed and income earned by these entrepreneurs 
was substantially higher than in the cities noted earlier. Shat is 
more interesting is that few encountered any obstacles either in 
switching occupations or in starting their own enterprises and this 
seems mainly due to the fact that many had accumulated skills and 
capital from formal sector wage employment before entering the 
informal sector. The study is also significant m that the sector 
nor only generated respectable levels of income to entrepreneurs but 
also experienced few constraints to growth and expansion. A large 
majority experienced increase in volume of capital, however small it 
may be; only 6 per cent of the enterprises experienced a decline in 
business; also 62 per cent realised increases in net revenue in the 
years preceding the date of survey. Over half had improved their 
business premises. Access to credit from the banks was however a 
problem to many as in other cities. Taxes seem to pose a constraint 
to expansion to a majority of the sample enterprises. The findings 
above seem to cast doubt on the hypothesis that the informal sector 
is involutionary. 

As elsewhere a large majority of the enterprises sold their 
output directly ro households and individuals. But unlike in other 
cities, a majority of these industrial units obtained their raw 
material requirements from large enterprises (formal sector) partly 
or exclusively. In many cases they seem to depend on a single large 
enterprise suggesting at least some market imperfections. Somewhat 
similar results were reported for informal units in commerce. 

Finally, unlike many other cities, almost all of the informal 
sector enterprises in Campinas had fixed location and access to 
markets. In fact almost all of them were legal and a majority even 
paid taxes tc the Government. AIsq, most of them worked longer 
hours and six days a week. The relatively better physical 
conditions and environment in which the Campinas informal sector 
operates car partly be attributed to little recent migration and 
partly to the mobility of entrepreneurs from formal sector wage 
employment tc the informal sector. 


The findings based on Campinas differ somewhat from those 



emerging from a study cn Belo Horizonte, i also in Brazil, The two 
are not, strictly speaking, comparable, because the latter is based 
on the household survey data and the definition of the informal 
sector hinges cn the contribution to social security by workers and 
includes domestic servants* Furthermore, Belo Horizonte is the 
third largest city in Brazil. Nevertheless, the study shows: (a) 
a relatively larger fraction of the workforce in poor households 
depend or the informal sector; (b) informal sector plays an 
important rcle in absorbing migrant labour; (c) migrants tend to 
move from the informal to the formal sector as their duration of 
residence increases; (d) earnings in the informal sector are 
significantly lower, sometimes up to 65 per cent; and (e) the 
informal sector provides employment not only for the secondary 
earners but also for the heads of households. Part of the 
differences ir. findings between lampinas and Belo Horizonte can be 
attributed tc the approach adopted by these two studies, notably the 
exclusion of domestic service activities in the former. Also the 
role of migration seems to be more important in Belo Horizonte, 
partly due tc the fact that tne study was carried out in 1972. 2 More 
importantly, the conclusions based on the Campinas study seem to 
reflect its location close to a large industrial centre like Sao 
Paulo. Thus, the two studies seem to complement rather than 
contradict each other. The evidence suggests that the role of the 
informal sector is highly dependent on the size of the town/city, 
the role of migration and the stage and rate of economic development 
of the region. 


1 Thomas H. Kertick: "Employment and earnings in the informal 
sector in Brazil: The case of Belo Horizonte", in Journal of 
Developing A rea s, Apr. 1976, pp. 337-354. 

2 Population in Eelo Horizonte increased at 6.2 per cent per 
year during the 1950-70 period as compared with 4.6 per cent per 
year in the municxpio of Campina3. And yet the metropolitan Belo 
Horizonte attracted only one- fifth of those who left the State of 
*inas Gerais (where the city is located), the most populous State in 
Brazil. Sixty-eight per cent of males and 71 per cenv of females in 
the active population of the city were migrants. 
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URBAN ENVIBCNMEN 


T ? e imP x 1Cat i ons °? P r °aoting employment through the urban 
informal sector for the urbaa environment in the Third World 
countries were briefly mentioned in Chapter 3# Conversely, policies 
to improve the urban environment have significant implications for 
employment generation m the urban informal sector. It is therefore 
interesting to asic to wnat extent the two objectives - employment 
creation and improving the environment in urban areas - are mutually 
consistent* Is there a set of policies which can contribute to the 
achievement of both the obgactives simultaneously? If not what are 
the . alternate ves for combining employment policies with environment 
policies? This chapter reviews the evidence emerging from the 
studies presented in. Part II and assesses their implications for the 
above issues. 


Environmental implications of promoting the informal sector 
can be discussed at two levels at least. In the narrow sense of the 
term they can focus on tne immediate environment in which the 
informal sector participants themselves live and work. In a broader 
sense one car talk about the environmental implications for the city 
or region or even country as a whole# Accordingly, the discussion 
below is divided into three parts: the first part focusing on the 
immediate environment of the informal sector participants 
themselves; the second parr discusses the role of the informal 
sector in recycling waste materials and its contribution to 
environment; and the last part describes the link between migration 
and the informal sector and its environmental implications for 
regional or national development in general. 

The term environment again can be defined as' narrowly or as 
broadly as one wishes. In its broader sense "environment" can be 
taken to mean "the biosphere, or simply nature, including human 
beings". 1 Thus, environment protection involves a whole range of 
issues including consumption patterns, time and space uses, resource 
profiles and technological choices. 2 Alternatively, environment can 
simply be defined to include various forms of pollution including 
the physical milieu in which people live and work. In the 
discussion below the word environment embraces both the above senses 
of the term in view of their short- and long-run policy 
implications. 


Informal secto r parti cipants and environment 

One of the problems confronting the informal sector 
enterprises is the access to premises and supporting infrastructural 


* UNCTAD; pevelppment/ e nvironment and technology; Towards_a 

technology f cr §elf-£eliance, study prepared by Johan Graltung for 
UNCTAD with financial support of the UNEP (New York, United Nations, 
1979) , p. 4. 


2 See, fcr example, I. Sachs: Developing in- harmony with_naturg: 

Consumption p ^t teyr n time and space uses # resource profiles _a&d 

technological c hoice s; and J. Pajestka: Spatial development patterns 
and so^nd envi f cnmert developmen t. Papers presented at ^he UNEP/ECE 

Regional Seminar on Alt e rnative Patterns__of development — and 

Lifesty les, Ljubljana (Yugoslavia), 3-8 December 1979. 



facilities. A related problea is their access to suitable locations 
within the city. Evidence fro® Part II suggests that the proportion 
of sample enterprises without even a fired location to carry on 
their business was as follows: 34 per cent m Colombo; 25 per cent 
in Jakarta; 24 per cent in Kano; 23 per cent in Cordoba; 20 per cent 
in Freetown; 8 per cent in Lagos; and 7 per cent in Campinas. Among 
those in fixed locations* a significant proportion neither owned nor 
rented their locations implying that they occupied public (or 
private) space, notably in city centres* legally or illegally; for 
example, 19 per cert in Freetown and 11 per cent in Lagos reported 
so. In Kumasi though 100 per cent of the enterprises belonged to 
this category* thanks to the policies of local authorities* the land 
was legal and approved. 3na of the conseguences of the above is 
that the enterprises either do not possess any premises (i.e. 
structures) at all or they operate in temporary sheds and structures 
that are easy tc dismantle at tie request of the public authorities 
(or private owners). For example* in Colombo half the enterprises 
had no premises at all and 14 per cent used some kind of premises 
free of charge; even those who owned or rented their premises 
operated in poor physical structures. Among informal trade 
enterprises in Manila* 20 per cent were in temporary structures; in 
Lagos* a third of the sample enterprises reported so. 

Another dimension of the problem relates to location of the 
enterprises within the city; of those in fixed location many operate 
in residential areas. This is particularly the case in Colombo, 
Jakarta* Manila and Lagos, where a majority were so reported. In 
fact many in fixed locations operated in their own residential 
premises: 46 per cent in Jakarta; 50 per cent or more in trade and 
services sectors of Manila; 67 per cent of those in Kano; 61 per 
cent in Lagos; and 70 per cent in the informal sector (low-income 
activities) cf Ccrdoba, With regard to supporting urban services, 
except in the case of Manila and Campinas* only a few had both 
electricity and water: 25 per cent in Lagos; 37 per cent in Kano; 20 
per cent in Kumasi; and virtually none in Colombo. 

Since tnere are significant links between workplace and 
residence* it will be useful to look at the living conditions. In 
Jakarta* for example* only 3 3 par cent of the households dependent 
on the informal sector for employment lived in "permanent* 1 
structures; 84 per cent of them had electricity; 38 per cent had 
water; and 16 per cent neither. Though 61 per cent owned their 
dwellings* 14 per cent neither owned nor rented and 6 per cent 
shared the accommodation. The situation was worse for those in 
temporary structures. In fact 7 3 per cent of them were claimed to 
be "illegal”. 

The brief survey of evidence should not come as a surprise* 
since the informal sector has emerged primarily in search of 
employment and hence income. It is also consistent with the 
findings reported in World Housing Survey cited in Chapter I. Most 
other similar studies cited elsewhere in this volume also suggest 
similar evidence. In particular the study on hawkers and vendors in 
selected South-East Asian cities 1 is quite striking in this respect. 
What are the implications of the above for improving the physical 
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environment in which the informal sector opera+es? The«=e 

enterprises have very little investment in the form of business 

premises* This is understandable in view of their low level of 

income* Perhaps a more important reason is their preference to 

operate in centra^ locations within the city where the property 
values are substantially higher rather than in the periphery. Also 
the enterprises may not find suitable space for constructing their 
premises ever if they have the necessary investment funds - and this 
explains why a significant proportion of them occupy available 
public or private land on a temporary basis, legally or otherwise. 
Thus, uncertainty associated wit a the tenure could also act as a 
constraint cn investment in premises. The question then is why do 
they prefer to operate in such locations where they cannot afford to 
have suitable premises with supporting facilities in the form of 
electricity, water, drainage and the like? The reason seems to be 
the close lir k between the location and income opportunities* as the 
evidence below shows. 1 

First it should be recalled that most of the informal sector 
enterprises produce goods and services for consumption by households 
and individuals; and second they deal with their clientele directly 
rather than through intermediaries. Also given the competition 
amo^g enterprises to reach a limited market for their goods and 
services it is quite natural that they try to minimise the cost for 
their clientele in acquiring the goods ard services by offering them 
where and when they want and thereby maximise their net revenues. 
The evidence from various studies shows that an overwhelming 
proportion of sample enterprises sold their goods and services to 
households and individuals rather than to enterprises: 81 per cent 
in Freetown; 87 per cent in Lagos and Kano; 72 per cent in Kumasi; 
80 per cent in Manila; 82 per cent in the informal sector and 72 per 
cent in the quasi- formal sector in Cordoba; and 83 per cent in 
Campinas. Mere than half the clientele in Lagos and most of the 
customers in Colombo for example are reported to live within 20 
minutes walking distance from tha location of the enterprise. 

The informal sector entrepreneurs also seem to minimise the 
cost of reaching their enterprises by choosing their residential 
locations close to the enterprise. 2 Two-thirds of the heads of 
enterprises in Colombo lived within 3 kilometres from their 
enterprise; in Jakarta 46 per cent lived in the business premises 
itself and 43 per cent within a kilometre distance. In Lagos 31 per 
cent of the heads lived in the business premises and 47 per cent in 
the same neighbourhood. 

In addition to the above, there are also significant backward 
linkages which prompt the enterprises to choose central city 
locations. Lack of working capital often implies buying inputs from 
other small retailers in small guantities as and^ when required. 
Likewise linkages take the form of buying supporting services such 


1 The reluctance tc give up locations in city centres could also 
be attributed to increase in urban land prices far above that of 
other commodities. See United Nations: World Housing Survey^,, 1 , 3 . 7 4 # 
op. cit., pp. 63-64. 

2 To some extent it is also motivated by the need for secondary 
earners in the household to participate in economic activities m 
central districts. 



as transport, welding and electrical, repair from other .small 
enterprises. Finally/ to those who do. hire workers* aval lability of 
labour at short notice seems to be an important consideration too in 
choosing central city locations. 

The complex nexus of linkages described above seems to pose 
some conflicts between policies designed to improve the urban 
physical environment pn the one hand and those aimed at improving 
employment and incomes in the informal sector on the other* The 
environmental conseguences of crowding the informal sector 
activities ir central city locations cannot be over-emphasised* In 
so far as public space/ including footpaths* are occupied by these 
enterprises they cause traffic congestions, inconvenience to 
pedestrians and even pollution of the environment depending on the 
nature of the activity* Since the participants tend to live, close 
to their work, space, it also implies increased densities in 
residential locations, notably in low-income neighbourhopds or 
slums. Implications of such population concentrations coupled with 
poor urban services in these locations to urban environment are well 
known. In other words, the physical conditions of work and living 
and environment are closely related* 

One consequence of tne above is that any effort to improve the 
urban environment by severing the linkages could affect the income 
and employment situation in the informal sector. Urban authorities 
in many developing countries have attempted at least two types of 
solutions to cope with the problem above. The first may be 
described as policies and action towards the informal sector itself 
and the second aimed at the slum and squatter settlements. Policies 
and action towards the informal sector, as one study on hawkers and 
vendors puts it, may be classified into three categories: 
locational, structural and educational* Locational measures 
included interference with the ecological patterns* e.g. removal or 
relocation of petty enterprises and/or customers through squatter 
clearance and the like. Structural actions are aimed at eliminating 
or developing the economic base of the hawkers, e.g* introduction of 
alternative distributive outlets or encouraging alternative 
employment opportunities* Educational actions are designed to 
educate hawkers and the like about the environmental cpn sequences. * 
In the South-East Asian context these three types of interventions 
varied somewhat in terms of their impact on these activities ranging 
from negative to mildly positive to favourable* Based on equity 
considerations* local authorities in some of these cities have also 
modified their attitude towards hawkers in recent years showing 
greater tolerance if not positive support. Similar attempts have 
been made in other parts of the Third florid as well* 2 

Parallel to the above measures focused directly on selected 
subsectors of the informal sector, cities in most developing 
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countries have also sought to improve the housing situation through 
a variety of policies and action programmes. In so far as their 
major focus has been on slums and sguatter settlements* their 
implications for the informal sector cannot be ignored. It is 
beyond the scope of this work to go into details -of such measures; 
nevertheless a brief reference to them seems relevant and useful. 
"Government policies with respect to slum and sguatter settlements 
can be grouped under three broad headings: laissez-faire policies, 
restrictive cr preventive policies, and supportive policies. wi While 
laissez-faire policies tend to ignore slum and sguatter areas* 
restrictive policies seek to eliminate or reduce low— income areas 
either by denying the basic urban services or through eviction of 
residents and relocating them elsewhere and slum and sguatter 
clearance. Supportive policies on the other hand attempt to 
integrate slum and sguatter residents in the socio-economic network 
surrounding the area; it may take' the form of improving the existing 
facilities cr providing urban land and housing for new settlements 
or promoting self-help housing. Considering the close links between 
the informal sector on the one hand and the living conditions of its 
participants on the other, restrictive policies described above 
clearly are unfavourable to the informal sector. It is not 
therefore surprising that "attempts to deal with these problems 
through massive resettlement and public housing have proved to be of 
little success" . l The one clear pattern to emerge from present 
policies and programmes is the rejection, at least in principle, of 
automatic slum clearance as a viable policy alternative ... The 
second notable trend is that, given the pressing developmental needs 
of developing countries and their limited resources, it is unlikely 
that they will consider the massive construction of conventional 
public housing as a viable policy option. ... On the other hand_, it 
is likely ... that a combination of aided self-help and sguatter 
upgrading will be used to improve low- income living conditions". 1 
These trends in thinking are_ guite significant in so far as they 
minimise the negative effects on employment and incomes in the 
informal sector. 

The search for compromise solutions along the lines indicated 
above is indeed a significant step in the right direction; it 
represents ac effort to arrive at policy measures compromising 
income and employment creation in the informal sector on the one 
hand and improving tbe urban physical environment on the other. It 
is increasirgly realised that such efforts should constitute a part 
of the integrated urban development plans. Improving the urban 
physical environment also implies at the same time fulfilling the 
basic human reeds through greater access to urban services and 
assurance of tenure and hence cannot be separated from the social 
and economic circumstances of households. 

Parallel to the above there have been attempts by urban 
authorities in developing countries to seek compromise solutions 
with regard to policies and action concerning the informal sector 
itself. In some countries such as Malaysia it has taken the form of 
revisions in policies towards tae informal sector including liberal 
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licensing and educational policies* * In others such as Ghana (Accra 
and Kumasi) it took the form of providing urban land in suitable 
locations fcr clusters of informal sector activities and selling 
built premises in the form of wooden kiosks; 2 these measures 
represent efforts to relieve urban congestion in central city 
locations without destroying uhe income and employment opportunities 
of the informal sector* Singapore is another interesting case where 
new hawker centres were created along with a major public housing 
programme away from the city centres* In more recent years Jakarta 
has created market centres with a view to housing informal trade 
activities* 

Based on the knowledge from various informal sector surveys 
the ILO has proposed measures to integrate urban informal sector 
activities with the conventional urban development project framework 
whereby clusters of homogeneous informal sector activities can be 
created in given locations within the city* 3 Such an approach to 
physically integrate the urban informal sector with urban 
development planning has several positive features* First, by 
earmarking suitable locations within the city, it is possible to 
exterd the concept of sites and services and provide for public 
investment in the form of minimum infrastructure and supporting 
services conforming to the reguired environmental standards* 
Secondly, activities can be separated in terms of their 
environmental implications, notably the nature and extent of 
pollution* Thirdly, it contributes to separation of commercial from 
residential activities and it can be incorporated into the urban 
land-use planning or the master plans* Fourthly, by providing 
minimum premises in legally approved locations the approach reduces 
uncertainty associated with the tenure and encourages private 
investment both in improving the premises and in acquiring fixed 
assets* 


The approach also contributes to informal sector development 
in terms of employment and incomes. First, it does not attempt to 
alienate the informal sector from its markets* Second, by bringing 
the various informal sector units (located in or outside the 
residential premises, scattered in or outside the slum and squatter 
areas) into visible clusters it facilitates the expansion of markets 
for their goods and services and their employment and income 


1 McGee and Yeung: Hawkers in South-East Asi^n cities ••«, op. 
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in Ghana (Geneva, ILC, 1977; mimeographed Horld Employment Programme 
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manuscript) ; idem; "Assisting the informal sector enterprises in 
Jakarta" (Geneva, ILO, 1977) (unpublished manuscript). See also 
Carolyn Huerch: "Planning for informal sector enterprises”, in The 
Informal -Sectop in Kenya * Occasional Paper No. 25, Institute for 
Development Studies, University of Nairobi (Nairobi, Jan* 1978) for 
some efforts along these lines in Nairobi* 




The abcve solutions to combine policy prescriptions reaardino 
employment creation in the uroan informal sector and improving the 
urban environment nc doubt pose some problems. As a reclnt rlpor? 
observed, "In most urban areas, scarcity of land treasonable 

P rMy eS r,^ n +hi E h ClCl ^ e pr ° X i? lt7 t0 employment opportunities is the 
crux, of the housing problem. Income is an important determinant of 
housing supply, and in most developing countries prices have 
outstripped wages which in effect means that while income remains at 
low levels cost of shelter is constantly rising and becoming 
beyond the reach of low-income families." 2 Thus, one of the most 
obvious problems is finding the necessary space within the cities in 
suitable locations. Ir. this context it is worth recalling that 
besides capital, location of business within a city is an important 
determinant of business income {see for example Chapter 114. This 
implies selection of construction technologies that are .both space 
saving and labour using. 


Another problem relates to financing, affordability and cost 
recovery* Kith regard to upgrading of slums and squatter areas it 
is generally recognised that the costs can be substantially lower if 
the problem of shelter is essentially left to the residents and 
outside intervention is limited to self-help assistance, adaptation 
of building codes and standards, provision of credit and security of 
tenure. According to a survey based on 69 less developed countries, 
self-help methods would seem to reduce housing costs by 33 per cent 
on the average; if families also participated in production of 
building materials a further reduction of up to 70 per cent seems 
possible. 3 Even so, the cost involved in the provision of public 
utilities, community services, land acquisition and the like can be 
quite substantial. Thus, it would seem necessary to complement the 
above efforts through choice of appropriate technologies designed to 
lower the costs notably through greater reliance on indigenous 
construction materials. Also, in order to facilitate the 
involvement cf informal sector in these activities, technologies 
must be simpler* The recent experience of the World Bank in this 
context is encouraging and worth noting. For example, the Kampong 


1 In trade and services activities, creation of clusters or 
market centres mixing durable and non-durable commodities could lead 
to an expansion of the market for informal sector q<iods and services 
by attracting customers from all income groups* See McGee and 
Yeung: Hawkers a nd vendors in South-East Asian cities op. cit*, 
for more on design of such clusters* 
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Improvement Programmes ir Indonesia sponsored by the World Bank have 
successfully reached over 4 million inhabitants of the poorest 
quarters in five cities at a cost of only US$^5 per person* 1 The 
Bank experience alsc shows that there need not be any conflict 
between policies to improve the urban physical environment and urban 
employment creation in the informal sector* ”The evident expansion 
of commerce and small-scale enterprises in project sites also 
indicates a significant addition to local output and employment, 
even though net employment gains from a project cannot be measured 
because of the wide secondary effects.” 1 

Notwithstanding the considerable potential for combining 
employment and environment policies through direct involvement of 
the people themselves in a more significant way, the emerging 
evidence from the studies in Part II suggests that construction 
plays a relatively unimportant role in the informal sector* Since 
much of the slum and squatter housing is created by the people 
themselves, does it mean that the informal sector makes nq 
contribution to construction? The apparent contradiction is, 
however, partly explained by the fact that most such construction 
activities ir. the slums and sguatter areas are undertaken by the 
occupants themselves without necessarily involving hired labour from 
the informal sector* In other words, the sample surveys captured 
only those construction activities where significant construction 
services were offered in the market on a more or less regular basis. 
It is also understandable, given the quality of such constructions 
and low purchasing power of the urban slum dwellers, and hence their 
desire to economise money spent on such construction through a do- 
it-yourself approach* Also, as in the case of Indonesia, much of 
the construction activity in the slums is carried out through the 
conventional labour exchange methods* The findings therefore do not 
necessarily imply that the informal sector does not contribute t6 
improvements m the urban physical environments; rather it poses a 
challenge to the development of the informal sector* On the one 
hand, it implies expanding the capacity of the informal sector in 
terms of skills, tools and technologies and, on the other, adoption 
of appropriate construction technologies 2 * and increasing their 
participation in slum and sguatter improvement through explicit 
policies and assistance measures. 

Among the constraints restricting the scope for informal 
sector participation perhaps the most important pertains to the 


1 Horld Bank: Report . Sep. -Oct* 1979, p. 3. As in the case of 
Jakarta the Bank has attempted to introduce "more economical 
standards of design and construction for services and dwelling than 
those of conventional 4 low-cost* housing schemes in the 
Philippines”. 

2 Por example, in the Philippines the direct and indirect 
employment content of conventional housing is estimated at 45 to 49 

per cent of cost as compared to 35 per cent in prefabricated 
techniques adopted by the National Housing Corporation. See Alan 
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£££&, — Sfc£lt£E-g£i. fcEaEspggt_ia_agathTeast Asia and the Pacific , op. 
cit*, p* 164* 



availability of construction materials. As the World Housing finrw 
showed, many developing countries lack the “necessary building 
materials, many African -countries imported between 50 and 60 per 
tiie building materials, in the Asian region imported 
building materials were estimated to account for 30 per cent of 
construction costs on the averages Given that the informal sector 
enterprises lack access to credit, it is not surprising that the 
sector s contribution to housing has been limited and confined to 
recycling of waste materials that are poor substitutes. The policy 
implication emerging from the above seems to be that there is a reed 
to promote ir formal sector enterprises in production of suitable 
construction materials. 


Perhaps the most important contribution of the informal sector 
to improvement m the urban physical environment is indirect via 
increased incomes of its participants. Though tar revenues and 
surcharges on prevision of utilities are important means of meeting 
the costs cf upgrading the urban physical environment, direct 
payments from the residents still remain an important source of cost 
recovery. It is also important from the point of view of urban 
authorities for otherwise such programmes will not be coi sidered as 
viable and self-sustaining. 

In this context it is worth noting that many slum dwellers not 
only pay for utilities such as water but also at a higher rate than 
those who are better off. For example in Kano migrants in poor 
localities were reported to pay 3 Nairas per 1,000 gallons of watei; 
as compared to 2 Nairas elsewhere in the city (Chaper 6) . In 
Karachi the very poor are reported as paying "20 times more for 
their water (from itinerant water carriers) than the well-to-do who 
receive piped water 11 . 2 Similar findings are reported for Jakarta. 3 
In other words, the urban poor can and do pay for urban services. 

Though not all urban poor are in the informal sector, the 
close link between the participants in this sector and the poor 
physical environment in which they work and live implies that 
improving their incomes could, by increasing their ability to pay, 
increase the effective demand for better housing and related 
services. In some cases, however, initial income may be a poor 
guide; for example the experience in the Nairobi low-income housing 
schemes shows that plot owners freguently prefer construction of a 
room that can be rented out for cash income rather than build for 
themselves. * Likewise, tenure plays an important role in investment 
decisions relating to housing; to the extent that uncertainties 
associated with tenure are eliminated, housing policies could 
encourage savings and investment in housing. Also, aided self-help 
housing schemes coupled with cost-reducing innovations seem to play 
an important role in stimulating private investment by residents as 
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Though recyling cf waste materials is by no means a dominant 
feature of the informal sector/ it undoubtedly forms a major 
component, notably in certair types of activities* In certain 
activities cf Nairobi, for example, 77 per cent of . the 
establishments are reported to be using partly or exclusively 
recycled materials- 1 recycling occurs not only in raw materials but 
also in capital goods- The Lagos study estimated that about 1C per 
cent of the sample enterprises with capital equipment acquired them 
second-hand- Similarly/ in Manila, some 38 per cent of the 
enterprises acquired their capital equipment second-hand or 
reconstructed them- 

One aspect of the recycling problem that is of direct 
consequence to improvement in the urban physical environment 
pertains to garbage collection- In Cali (Colombia) , for example, 
some 1/200 to 1,7CC garbage pickers earn their livelihood through 
recycling materials collected from garbage dumps, from streets and 
from households and enterprises- 2 They seem to earn a daily income 
ranging from 25 to IGC pesos {or 0S$l-3) , the average beirg perhaps 
70 pesos as compared to tae legal minimum wage of 62 pesos per day. 
It is estimated that in Colombia in 1974 waste paper constituted a 
third of the raw material requirements in the paper industry, 
equivalent to 112, QOC tons of which half came through garbage 
collections- In Cali alcne ^oma 15,000 tons of waste paper per year 
is collected by garbage pickers- Though they seemingly operate 
independently, in reality they are caught in a hierarchical network 
involving the formal sector which buys much of the recycled 
materials- Another study on Manila scavengers also suggests similar 
findings and emphasises the role of market distortions in providing 
little incentive to the informal sector- 3 The guestion of promoting 
such informal sector activities with due recognition of their role 
in improving the urban environment must therefore take into account 
the nature of relationships between the formal and the informal 
sectors as well as the scope for providing incentives to the latter. 

The evidence presented above also suggests the scope for 
involving the informal sector in a more direct way in improving the 
urban physical environment- As a recent report argued, "Local 
governments could convert soma of their own operations so as to 
utilise more labour-intensive practices- For example, solid and 
sanitary wastes could be collected from slum and squatter 
settlements by handcarts, and laaour-intensive methods could be used 
for picking, sorting and recycling use-solid wastes" Much, 
however, will depend on the kind of incentives and local government 
support extended to participation in such activities. 


1 Chana and Morrison: "Nairobi 1 s informal economic sector", op- 
ext- , p« 128- 

2 Chris Eirkbeck; "Garbage, industry and the • vultures* of Cali, 
Colombia", in Bromley and Gerry (eds.)x Casual work and poverty in 
third world cities- cp- cit. See also Juan Mosgue-Alcaino and Ray 
Bromley: "The bottle buyer - an occupational autobiography”, ibid*. 

3 William J- Keyes, S.J.: Manila scavengers: The struggle for 
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Institute of Philippines Culture, 1974) - 
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Kecycling of waste material s, besides contributing to 
employment and physical environment also leads to conservation of 
resources. For exam pie , by reusing scrap metals it is estimated 
that up to 90 per cent of energy can be saved, i Similarly, by 
recycling waste paper a considerable amount of forest resources and 
water can be conserved besides reducing industrial pollution . 2 »bile 
many developed countries have taicen a number of steps ranging from 
legislative action tc incentives in the form of taxes and subsidies 
to promote recycling of uSed materials, 6ne of the major hurdles 
continues to be the collection and sorting out of such materials for 
further processing . 2 Though attempts based on sophisticated 
technologies are under way, it is generally recognised that garbage 
separation is indeed a highly labour-intensive process. It is in 
this context that the informal sector plays a key role in developing 
countries. Since much of the garbage-recycling problem originates 
from the level and pattern of consumption which in turn is related 
to the level of income, the recycling role of the informal sector is 
particularly important in large cities of the Third World. Since 
most of these activities are carried out without state intervention 
or support, explicit incentives to them would enhance their 
contribution to the environ merit. 


M igration, infor m al sector and 
the urban environme nt 

The discussion above suggests a number of policy instruments 
for combining urban employment and environment objectives. Measures 
to upgrade slum and sguatter areas and provide basic urban sources 
can promote employment and incomes in the informal sector. And, 
conversely, policies to promote the informal sector can, directly 
and indirectly, contribute to improvement in the urban physical 
environment. But, in the longer run, such policies can have only a 
limited impact unless accompaaiei by other measures, since half the 
urban population increase in developing countries is estimated to be 
due to migration (and perhaps a greater proportion in large cities), 
particularly from rural to urban areas. The need to slow down if 
not arrest this trend cannot therefore be over-emphasised. 

The evidence emerging from Part II suggests a strong link 
between migration and the informal sector. The proportion of 
informal sector participants born outside the city where they live 
and work was: 78 per cent in Freetown; 95 per cent in Lagos; 35 per 
cent in Kano; 1^ per cent m Colombo; 60 per cent in Jakarta; 33 per 
cent in Manila; 55 per cent in Cordoba; and 78 per cent in Campinas* 
In many cities, notably in Asia and Latin America, a majority of the 
migrants had been living in the city for longer than ten years; ^ 79 
per cent in Colombo; 61 per cent in Jakarta; 86 per cent in Manila; 
75 per cent in Cordoba; and 68 par cent in Campinas.^ In Africa, 
however, a majority of the migrants seem to have arrived in recent 
years; 55 per cent in Lagos and 37 per cent in Kano had been living 
in the city for under tea years; and in Freetown, 48 per cent. 
These findings are consistent with other evidence suggesting that 
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migration ir. recent years is particularly important in African 
cities* 1 

In some cities such as Jakarta a significant proportion of the 
informal sector participants Delong to the category of ‘'circular 
migrants” , migrating on a seasonal basis* 2 Unfavourable policies 
toward the informal sector/ restrictive policies towards migration/ 
poor living and working conditions as well as income opportunities 
in rural areas would seem to explain the growing importance of 
circular migration. Cne of the conseguences of this phenomenon has 
been on the urban physical environment since the circular migrants 
view their presence m the city as temporary and hence tend to share 
the available shelter in slums rather than create their own. 
Policies to improve urban environment through employment 
decentralisation discussad below are therefore of particular 
significance to this group. 

The consequences of migration for urban physical environment 
essentially depend cn how soon the migrants get a job* the level of 
income earned and the capacity of the urban infrastructure to 
expand/ absorb and accommodate the migrants/ notably the response 
from urban authorities* In this context/ it is worth noting that 
migrants generally have a shorter waiting period before finding a 
job in the city and lower rate ot unemployment as compared to the 
natives/ partly because they cannot afford to remain openly 
unemployed for long periods* Tae evidence presented in Part II as 
well as other studies on migration show that migrants derive 
considerable economic benefits after migration* For example, 41 per 
cent of the participants in Kano, 45 per cent in Freetown, 70 per 
cent in Lagos, 64 per cent in Jakarta and 74 per cent in the Manila 
service sector were reported to be unemployed before migration* For 
many others migration implied a switch from low-paid and uncertain 
jobs in agriculture to better-paid and more permanent jobs in non- 
agriculture. Migration and duration of stay in the city seem to 
offer significant opportunities for upward mobility* To the extent 
that policies and measures to promote the informal sector also 
contributes to greater business expansion and job mobility, it 
follows that migrants will be able to increase their capacity to pay 
for the housing and other related services and in a shorter time. 


1 Evidence from other African countries suggests the following* 
The proportion of informal sector participants born outside the city 
was: 76 per cent in Dakar; 74 per cent in Ouagadougou; 67 per cent 
among gara gists, 94 per cent among tailors, 87 per cent among 
traders in Abidjan; 95 per cent among "menuisiers" in Yaounde; and 
94 per cent in Nairobi* Source! M* P* van Dijks "Le secteur non- 
structur4: Dakar (Senegal)* (ILO, JASPA, 1977); idem: "Le secteur 
non-structures Ouagadougou (Haute Volta) (ILO, JASPA, 1977) ; Marc 
Penouils "Activity de transition et activity informelless 4 etudes 
sectorielles A Abidjan et Yaounde", Mar* 1979 (unpublished 
manuscript) ; and Chana and Morrisons Nairobi's informal econpmic 
sector , op. cit. ~ 

2 Lea Jellmek: "Circular migration and the Pondak dwelling 
systems A case study of ice-cream traders in Jakarta", in P.J. 
Rimmer et al. (eds.); Food, shelter and transport in south-east Asia 
and the Pacific , op* cit* ~ ~ 



It was mentioned in chapter 3 that the case for limiting the 
size of the city in terms of population seems to rest primarily on 
equity and environment rather than on efficiency grounds* 1 Besides 
encroachment on cultivable land surrounding the urban areas 
migration contributes to increased population densities notably in 
selected geographical locations within the city* For example in 
the case of Kano m Nigeria migrants originating from certain areas 
tend to concentrate in particular locations either because of 
ethnical affinity or because of close links between the "sponsors" 
and the new migrants or simply to economise the cost of living by 
sharing accommodation. Congestion and insanitary conditions and the 
tendency to gather grimy tenements around the place of work coupled 
with other forms of pollution are cited as reasons for increased 
urban mortality* 2 Besides economic policies, socio-cultural factors 
play a vital role in contributing to such environmental 

consequences. Perhaps more important is the speed with which the 
urban authorities respond to the emerging trends and the guality and 
adequacy of the response* If past experience is any guide few 
developing countries have demonstrated their willingness and 
capacity tc deal with the situation satisfactorily * 2 Besides 
resource constraints, managerial capacity on the part of urban 
authorities would seem to be a limiting factor too. In addition to 
finding the land necessary for the new arrivals, the authorities 
must expand the prevailing transportation facilities. Further, the 
cost of providing shelter and other supporting urban services seems 
to be higher in urban than in rural areas; urban housing is more 
dependent upon the man-made' environment than upon natural 
environment. 


In view of these and other problems it would seem necessary to 
contain the growth of large urban areas in developing countries** 
through appropriate population redistribution and employment 
decentralisation policies* Though migrants in the informal sector 
benefit through migration and absorb the associated costs in terms 
of poor living and working conditions, they also impose "costs* on 
others already living in the city by competing for the existing 


1 Some available evidence suggests that even efficiency 
considerations are important. For example, in India one study shows 
that cities with a population range of 130-300,000 are considered as 
the least cost option for industrial growth* See 0*P* Kathur: "The 
problem of regional disparities: An analysis of Indian policies and 
programmes", in Gr o wth pole strategy and regional development 
Planning in Asia ""(Nagoya, United Nations Centre for Fegional 
Development, 1976). 

2 United Nations: The determinants and consequences of 
population tre nds. Vol. I (New York, 1973), p* 145. 

3 See, for example, A. Ramachandran : "Human settlements and the 
New International Development Strategy", in UNCHS-Habitat Occasional 
Papers OP-1 {New lork, 1979); and World Bank: World Development 
Seport. 1979 . cp. cit. , pp. 78-79. For a good discussion of the 
prevailing policies and approaches to the problem of urbanisation 
and its cor sequences see United Nations: Habitat: urban slums and 
squatter settlements in the jhird world # UN Conference on Human 
Settlements, Vancouver, Canada, 31 fiay-11 June 1976, A/Conf .70/RFC/9 
(1975). See also United Nations: Sogial aspects of housing and 
urban developmen t {New York, 1967)* 



urban facilities* Ks noted in Chapter 3, some^ would justify this 
phenomenon cr. grounds of equity * that it is one of the most 
effective ways of redistributing income/ wealth and opportunities. 
Notwithstandic g these arguments it is doubtful that large cities can 
absorb much of the additions to urban population envisaged for the 
future in developing countries without other consequences noted 
earlier. 

It is in this context that the growth pole approach as a tool 
for regional development assumes considerable importance* Growth 
pole approach based exclusively on decentralisation of large and 
medium industries away from large urban centres may not per se 
discourage migration flows to primate cities* Bather it should be 
integrated within a larger regional planning framework aimed at 
revitalising the rural environmant by bringing about a symbiosis cf 
agricultural and industrial development. Such an approach should 
also allow fcr greater involvement of small-scale activities in view 
of their implication for the adoption of appropriate technologies 
and employmert decentralisation* 

It was noted earlier that an overwhelming proportion of the 
demand for informal sector goods and services orginates through 
households. To the extent that Household incomes are generated in 
the formal sector (e*g* wags employment), it is obvious that there 
are limitations in shifting the informal sector activities away from 
primate cities (where formal sector dominates) or in encouraging 
such activities in smaller urban centres* It is not surprising that 
only a small proportion of the informal sector participants - 14 per 
cent for example in Jakarta and 20-23 per cent in Manila - showed 
interest in moving out of the city* But where the market is not 
confined to the city itself, the scope for decentralising economic 
activities would seem to ne greater* For example, in certain 
activities such as soap and match manufacturing, decentralised 
production through small-scal a enterprises is not only feasible but 
also seems economical owing to low capital intensity* 1 Also, since 
construction generates significant direct and indirect employment, 
it would seem possible to decentralise employment by manipulating 
construction activities in favour of secondary urban centres * 2 
Besides demand constraints, availability of building materials and 
skills locally are however important factors limiting the scope 
along these lines* 3 


1 See Chapter 14 for further discussion on efficiency .of small 
enterprises* See also Ward: Progres s for a small planet * op. cit. , 
Chapter 20* ^ * 

2 R* Paul Shawx "Bending the urban flow: a construction- 
migration strategy", in In ternati o nal Labour Review . July-Aug. 1980. 
See also O.H.G. Koenigsberger: "The absorption of newcomers in the 
cities of the third world", in QDI R eview , No. 1, 1976, p* 79, which 
suggests an "outstandingly high employment- generation potential of 
low-income housing", based on an input-output analysis of the 
construction sector in Colombo, Sri Lanka. 

3 M.l. Johnstone* "Uncon * r i~ional housing in West Malaysian 
cities: A preliminary survey*- .a Rimmer et al. (eds. ) : Fpod, 
shelter and t rans pg rt JL n south-eas t Asia and the Pacifip * op* cit*, 
pp. 123-124, where it is shown that building costs in secondary 
urban centres are higher than in large cities. 



Besides market linkages, one of the key factors motivating 
migrants to move to the cities, particularly in Africa, is access tc 
training and skills. For example, two-thirds cf the informal sector 
participants in Kumasi were apprentices; similar evidence emerges 
from other cities m Africa. Another important reason for being in 
primate cities seems to be the availability of greater choice in 
occupations and greater gob insurance in terms of alternative 
employment opportunities# Measures to decentralise employment 
opportunities must therefore taka into account all the factors noted 
above. 


How dees decentralised development contribute to environment? 
It was already mentioned that by directing migration flows away from 
primate cities, it should be possible to arrest the deterioration if 
not ameliorate the urban environment. But decentralised development 
could also contribute tc other broader environmental goals such as 
shaping the lifestyles, conservation of resources, reducing regional 
income disparities and more efficient use of resources. But, in 
order to realise these objectives, it would seem necessary to 
emphasise the role of small-scale activities or the informal sector 
where the poor and jobless creata their own employment. In so far 
as small enterprises use more labour-intensive techniques of 
production,! (and presumably less commercial sources of energy) than 
the large ones, it is clear that they generate relatively more 
employment. A basic-needs-orie.nted development strategy would also 
seem to provide greater opportunities for small enterprises’ 
participation in development. The evidence based on various studies 
also suggests that the informal sector places a greater reliance orf 
indigenous rather than imported resources. Finally, the informal 
sector seems tc offer greater opportunities for human resource 
development through on-the-job training and apprenticeship system. 

To conclude, the deterioration of the urban environment in the 
Third World would seem to be mainly the result of the current 
approach to and emphasis on development. Failure to generate 
adequate and t>alanced distribution of employment opportunities would 
seem to have played a major role in causing ’’excessive” 
urbanisation. Likewise, inadequate and slow response on the part of 
the urban authorities would seem to have aggravated the concern for 
the urban environment. It seems also clear that there are severe 
limitations to decent ralisation of the development process in the 
short and medium run, for it calls for a radical shift in the 
approach to development besides other constraints. While efforts 
along these directions must pursue, it is evident that other 
solutions to remedy the worsening urban environment must be found in 
the short and medium run. 

Development cf the urban informal sector would seem to be a 
first step in this direction. It could not only contribute to an 
improvement in the urban environment directly through participation 
in the creation of urban services and in improving the physical 
environment but also indirectly through increased purchasing power 
of a substantial part of the -urban poor. Likewise, policies and 
measures to improve the urban physical environment could, by 
involving the informal sector to a greater degree* contribute to 
urban employment creation. Thus, urban employment and environment 
objectives need not necessarily conflict with each other; what is 
required is a judicious combination of relevant policies. 


1 See various chapters in Part II and also Chapter 14 



CHAPTER 14^ SUMMARY AND CONCLUSIONS : IMPLICATIONS 
FOR POLIC Y A ND ACTION 


The unprecedented rate of increase in the Third World urban 
population witnessed in recent years is expected to continue: from 
about 275 million xn 195C xt is projected to exceed 2 billion by the 
turn of the present century* Though it is primarily a reflection of 
the rate of increase in tonal population, since roughly half this 
increase has ceen due to migration from rural areas in search of 
employment and income opportunities, it also reflects the poor rate 
of labour absorption in rural areas* Notwithstanding the 
considerable expansion in tne formal sector and government-related 
activity in urban centres of developing countries, these sectors 
have failed to absorb all the additions to the labour force imposed 
on them* Consequently, the rate of urban unemployment in these 
countries has tended to exceed that in rural areas* But open 
unemployment in urban areas increased but little when compared to 
the massive additions to the urban labour force noted above* The 
bulk of the new entrants to tne urban labour force seems to create 
its own employment by engaging in the production and distribution of 
goods and services through a variety of small-scale activities* The 
survey of evidence from many developing countries suggests that 
anywhere between 20 and 70 par cent of urban employment is to be 
found in such activities or the so-called "informal” sector. 

The changing urban scene in the Third World, though a natural 
response under the circumstances, has nevertheless elevated the 
concern of policy makers on a number of fronts - excessive 
concentration of population in primate cities, increased population 
densities and their negative consequences for environment, higher 
cost of basic urban services, regional income disparities - as 
already noted in the last chapter. It not only underlines the need 
for population control* More importantly, it reflects the failure 
of development policies followed hitherto. It is beyond the scope 
of this volume to assess the merits and weaknesses of rural 
development policies but it is clear that there is a need to promote 
employment in rural areas, notably through the development of non- 
farm activities, besides agricultural development. It would also 
seem necessary to incorporate regional development perspectives into 
national development strategies. Finally, the growing importance of 
the urban informal sector as a source of employment calls for a re- 
examination of the development approach, stressing mainly the 
relatively capital-intensive formal sector even though these 
countries are relatively labour-abundant and the consequent tendency 
to limit the benefits of development to certain sectors or sections 
of population. 

Parallel to the above, the emerging importance of the informal 
sector has also drawn the attention of the development community to 
what is happening within the informal sector — the whole range of 
adjustment problems, the conditions under which labour is being 
absorbed and its potential to absorb further increases in the labour 
force* It is in this context that the ILO, under the World 
Employement Programme, launched a series of survey studies to 
understand the role played by this sector in employment and income 
generation, in the satisfaction of basic needs, in improving the 
conditions of work and environment* 


A word about the concept and definition* The growing 
importance cf the informal sector as a major source of urban 



employment ir the Third World countries is now widely acknowledged. 
And yet little is known about this sector - its contribution to 
employment, income and environment or its potentials. More 
importantly, the informal sector concept, notwithstanding the 
widespread usecf the term, had itself remained vague and slippery, 
leading to widely differing if not contradictory interpretation of 
the findings about this sector. This is inevitable in any new area 
of research; it only underlines the complexity of the subject. 

The term n informal sector" is generally understood to 
represent a number of small-scale economic activities. But it will 
he misleading to label them as small-scale " enterprises " , for the 
following reasons. Since the informal sector ~in this volume is 
viewed primarily as a manifestation of the emerging employment 
situation in these countries, those entering such small-scale 
activities in urban areas are motivated mainly by employment and 
income rather than profit. Since the entrants to this sector are 
generally poor, ill-educated, ill-trained and often migrants, it is 
clear that they are neither capitalists seeking profitable 
investment cutlets nor entrepreneurs in the usual sense. Their 
horizon seems to be limited to immediate employment and income 
generation for themselves. It must, however, be admitted that many 
of them do, however, attempt and even succeed in breaking the 
initial barriers and evolve into small-scale enterprises with 
significant amounts of capital and skills over time and presumably 
with greater orientation toward profits. In other words, the urban 
informal sector must be viewed as consisting of mainly small-scale 
units engaged m the production and distribution of goods that are 
still in a process of evolution rather than as a group of small- 
scale enterprises with substantial capital and managerial inputs. 
The rationale for such a distinction, needless to say, also stems 
from its operational and policy significance. It implies, for 
example, that the assumptions common to a programme on small 
enterprise development are not, in general valid for informal sector 
development; policies to promote this sector must go well beyond 
and identify and remedy the factors constraining its evolution, 
including the milieu in which it functions. 

The above conceptualisation of the urban informal sector, 
while helpful, nevertheless leaves the question of definition 
unanswered. Yet some definition demarcating the boundaries of this 
sector is necessary both from an operational and research point of 
view. Perhaps the most important observable characteristic emerging 
from the above framework that can serve as a tool in isolating 
economic activities belonging to the informal sector from the whole 
spectrum is the scale of operation. Though scale can be measured "in 
a variety of altertative ways, including value of capital, business 
turnover and the like, since they are usually highly correlated, the 
most convenient yardstick for measuring the scale seems to be the 
number of persons engaged in the activity. Viewing the urban 
economy as a continuum of units of production and distribution, all 
those with ten or less number of persons were generally classified 
as belonging to the informal sector universe (though there were 
exceptions) for purposes of tae present volume. The choice of ten 
persons per establishment is no doubt arbitrary, as any other 
equivalent measure will be; tae rationale for this choice stemmed 
from the prevailing systems of data collection in the Third Sorld 
countries in general. Further, it was based on the belief that 
establishments with more than ten persons are unlikely to have 
emerged mainly with an employment motive; they are likely to 



possess significant capital and skill inputs* Since such an 
assumption risKs the exclusion of at least some truly informal 
sector activities in the sense described above (notably in Africa 
where masters engage a number of apprentices) / additional criteria 
were used to minimise such errors* The above procedure implied/ if 
ary/ the risk of including units that may not belong to the informal 
sector* In this sense the evidence presented in this volume covers 
at least some enterprises that typically do not belong to the 
informal sector* 

Turning to the evidence emerging from various studies in Part 
II/ the physical conditions in which the informal sector units 
operate, the role of the sector in recycling used materials. and its 
contribution to urban environment and the relation between migration 
and employment in this sector were presented in the last chapter. 
The discussion below therefore focuses on other aspects of the 
informal sector and thus complements the above* 

Female participation in the informal sector seems surprisingly 
small* The proportion of women participating in this sector was: 
25 per cent in Freetown; 11 per cent in Kano; 15 per cent in Lagos; 
12 per cent in Colombo; 25 per cent in Jakarta; 38 per cent in 
Cordoba and 12 per cent in Campinas* In Manila, however, 57 per 
cent of the enterpreneurs, mostly in trade, were females* Though, 
in some cases, female participation seems to be underestimated owing 
to sampling design, dominance of males in the informal sector is, in 
general, noticeable in Africa, Asia and Latin America* In specific 
activities, notably in traie and domestic service, female 
participation is significantly higher than in others* 

It is sometimes suggested that the informal sector is a source 
of employment mainly for secondary earners or older persons. The 
evidence from Part II does not seem to support this view* The 
proportion of heads in the informal sector units below 30 years was: 
38 per cent for males and 33 per cent for females in Freetown; 53 
per cent in Kumasi; 38 per cent in Colombo; 14 per cent in Manila; 
24 per cent in Cordoba; and 22 per cent in Campinas* * The 
corresponding figures for heads and workers combined tend to be 
higher since wage earners are generally younger than heads of 
establishments. This is understandable since establishment of 
enterprises generally requires some capital and skills besides the 
necessary "contacts" and thus a certain amount of time is required 
to overcome these constraints. The median age of heads was: 35 
years in Freetown; 2 7 years in Kano (for heads and workers); 28 
years in Kumasi; 35 years m Colombo; 36 years in Jakarta (heads 
and workers) ; 3C years for heads in transport and 42 years for 
heads in services in Manila; 41 years for heads in Cordoba; and 40 
years for heads in Campinas* Thus, most of the heads in the 
informal sector seem tc be in their prime age; those in Africa tend 
to be younger and this is partly related to the rate of migration* 
This evidence also suggests some scope for upward mobility from wage 


1 Some studies have reported an even higher proportion of 
younger heads of enterprises. For example, 62 per cent of tailors, 
43 per cent cf traders, 58 per cent of garagists in the Abidjan 
informal sector and 75 per cent of "menuisiers" in the laoundd 
informal sector were reported to be under 30 years of age. See 
Penouil: "Activitds de transition et activitds irformelles", op. 

cit. 



earners to heads since the latter tend to earn sore, as will he 
shown later. -*-t is nevertheless important to remember that a 
significant proportion of wage earners sees to have remained as 
such, suggesting that they iacJc such opportunities. 

What about education? Tae median level of schooling of 
participants was: under six years in Freetown; six years (mean) in 
Lagos; nine years in Kumasi (mostly manufacturing}; foux years ir 
Colombo; three years in Jakarta; over ten years in Manila; and 
primary level m Campinas, rfitn the exception of Kumasi and Manila 
(where the sample design excluded very small-scale activities), 
these findings suggest that the informal sector absorbs persons with 
relatively little education. In contrast, the average level of 
schooling of those openly unemployed seems to be significantly 
higher, as can be discerned from other sources of evidence. Here 
again, there seems to be little regional difference, if any. 

The importance cf migration in informal sector employment was 
already discussed in the last chapter. Migrants in the informal 
sector, as most other studies on migration show, tend to be younger 
and are mostly males. The average level of schooling of migrants in 
this sector is generally lower as compared to that of natives of the 
city, with the exception of Kano. Though a substantial proportion 
of the migrants in the informal sector were unemployed or outside 
the labour force before migration (Chapter 13), the limited evidence 
available suggests that, for many, it was a switch from agriculture 
to non-agriculturai occupations. Also, much of such migration 
occurred from rural areas. These findings imply that the informal 
sector not only provides jobs for the jobless but also facilitates 
the switch to non-agricultural occupations. No doubt it also 
reflects poor income and employment opportunities in rural areas. 
Finally, in certain cities such as Freetown, as much as a third of 
the migrants in the sector came from neighbouring countries; the 
corresponding proportion in Lagos was 5 per cent and, in Kumasi, 8 
per cent. Similar evidence is reported from other studies in 
francophone Africa. 1 Thus, migration from neighbouring countries in 
search of opportunities in the urban informal sector is an important 
feature, particularly in Africa. It was also noted in the last 
chapter that a greater proportion of the migrant entrepreneurs in 
the informal sector in Africa had arrived in the city recently, 
unlike in Asia and Latin America. These findings imply that not 
only migration is important out also that the informal sector 
provides significant opportunities for self-employment to recent 
migrants. 

One cor sequence of the above has been the rapid growth in the 
number of ir formal sector units in these cities. In Africa, 59 per 
cent of the enterprises in Freetown, 52 per cent in Kumasi and 66 
per cent in Lagos were established during the five years preceding 
the date of survey. Fesults from other studies suggest: in Bamako 
(Kali), 55 per cent; in Nouakchott (Mauritania), 81 per cent; in 
Lomd (Togo), 63 per cent; in Yaounde (Cameroon), 81 per cent; and 
in Kigali, 60 per cent. Similar results are reported by studies in 
Abidjan as well. In contrast, tne corresponding percentages in Asia 


1 In the Abidjan informal sector, for example, 50 per cent of 
garagists and traders and 74 per cent o% tailors were reported to be 
foreigners. See Marc Penouil: "Activity de transition et activity 
informelles", op. cit. 



and Latin America were: 37 par cent in Colombo# 62 per cent in 
Jakarta; 29 per cent in services and 33 per cent in Manila; 32 per 
cent in Cordcba and 55 per cent in Campinas* 1 The slightly higher 
proportions m Jakarta and Campinas seem to be explained by the 
relatively greater importance Of migration; 60 per cent, of the 
entrepreneurs in Jakarta and 73 per cent of those in Campinas were 
reported to be bora outside as compared to 14 per cent in Colombo# 
33 per cent in Manila (services) and 55 per cent in Cordoba* Growth 
in the size of the informal sector thus appears to be closely 
related to the extent and pace of migration. In so far as migration 
itself is motivated by economic growth in and around the urban 
areas# growth of the informal sector is at least partly explained by 
the growth of the formal sector* 

Turning to the size distribution of enterprises# of course by 
definition they are small; nevertheless# size measured in terms of 
number of persons engaged# including the head#. the family workers# 
wage earners and the apprentices varied significantly. That the 
informal sector provides self~employment to many is also borne out 
by these studies* The proportion of sample units that had only one 
person# viz* the owner alone# was: 74 per cent in Freetown; 50 per 
cent in Lagos; 67 per cent n Kano; 85 per cent in Colombo; 90 
per cent in Jakarta; 58 per cent in trade and 25 per cent in 
service sectors of Manila; 40 per cent in Cordoba and 46 per cent 
in Campinas* A greater proportion of those with workers (including 
apprentices) tended to concentrate in manufacturing# repair and 
related activities where the scope for capital and skill 
accumulation is greater* Also# those with additional workers are 
more likely to be found in older enterprises# suggesting the process 
of evolution noted earlier* The average number of persons per unit# 
though varying somewhat between different cities# activities and 
years of estaolishment# was generally under five# the typical size 
being around one to two. These findings have implications for 
operational activity designed to assist the sector since it has to 
cope with a large number of micro units; in other words# it imposes 
limitations cn the capacity to adsorb assistance# cost of providing 
assistance# designing the nature of assistance and so on. 

It also follows from the above that wage employment in the 
informal sector is relatively less important* The proportion of 
females among workers is also low; 16 per cent in Freetown; 21 per 
cent in Jakarta; 34# 50 and 36 per cent in manufacturing# trade and 
services sectors of Manila* For example# few family workers are 
engaged; most of the wage earners participate on a full-time basis* 
Apprentices constitute a significant proportion of workers, mainly 
in Africa. 

Wages paid to workers snowed considerable variations in all 
the studies. How does the average wage compare with the respective 
legal minimum? In Freetown# the average wage paid to full-time 
workers was a little over 11 leones per month - substantially lower 
than the legal minimum of 30 leones per month* It was 35 nairas per 
month (for males) in Lagos# as compared to the legal minimum of 60 
nairas; in fact# the maximum wage paid was only 52 nairas per 
month. The situation in Kano was somewhat similar; for 


1 In Ahmedabad (India)# rhe proportion of enterprises less than 
five years old was estimated to he 35 per cent. See Papola; The 
informal sector in an urban acpnomy *..# op* cit* 



fh 1 ? a f ners comi >ined # the median income was under 
60 nairas - the legal minimum wage per month. The median wage of 
paid employees m Jakarta was around Rp. 500 per day - substantially 
lower than the minimum paid in tie formal sector. Ihe average wagl 
per day for workers in the Manila informal sector varied between 8 
and 10 pesos, afcpenaing on the subsector (i.e. manufacturing, trade 
°l be compared to the legal minimum daily wage 
of 10 pesos at the time of the survey. if one talks about the 
informal sector as a whole, the evidence above seems to suggest that 
a majority of the wage-earning employees in this sector receive 
wages below the legal minimum. it must, however, be noted that the 
"average” masks more than it reveals, for wages show systematic 
variation between different activities^ in Almost all cases, the 
wage rate an manufacturing exceeded that in trade or (household) 
services. Besides some evidence presented in Part II of the volume, 
the results based on the "modern* informal sector (i.e. production 
and repair services) in francophone Africa clearly suggest that a 
majority of skilled workers received above the legal minimum wage. 
Finally, the evidence also shows that the rate of remuneration for 
women workers is significantly lower than for men. 


The share of urban employment in developing countries, as 
noted earlier, is anywhere between 2o and 70 per cent, depending on 
the case in question and the definition adopted, the typical figure 
being in the range 40—5 3 per cent. Rapid growth in the number of 
informal sector units suggests^ that employment in this sector has 
also been increasing. While the role of the informal sector in 
labour absorption has been increasingly recognised in recent years, 
its contribution to income generation is much less obvious. This 
again is partly related to non-availability of statistics about the 
sector and partly due to the problems of measuring the relevant 
magnitudes.^ Some cold attempts no measure income generated in the 
informal sector suggest the following. The proportion of urban 
regional income attributable to the informal sector in some cities 
is; 33 per cent in Asuncion (Paraguay) ; 25 p^r cent in San 
Salvador {El Salvador) ; 30 per cent 'in Lima (Peru) ; and 28 per 
cent in Ahmedaoad (India) (Chapter 1). In Lagos, gross value added 
in the informal sector in 1976 (Chapter 5) seems to have been around 
380 million rairas (or US$650 million), as compared to a value added 
figure of 13b million nairas in 1972 in large establishments (i.e. 
ten persons or more) in Lagos State; 2 even if one makes allowance 
for growth and inflation between 1972 and 1976, the contribution of 
the informal sector is indeed impressive. The Jakarta informal 
sector appears to have contributed around US$400 million in 1976 
(Chapter 9) , as compared to an estimated value of GDP in the region 
in the remaining sectors of about US$940 million, i.e. 30 per cent 
of the total income generated in the Jakarta region. The scanty 
evidence above is no more than an indication of the extent of this 
sectors cortribution to- urban regional incomes; in view of the 
importance of such measures for development planning, the need for 
further research in this area cannot be over-emphasised. What is 
significant about these findings is that it takes so little capital 
per worker ir generating this income, as will be seen bel,ow. 


1 Hhrry Schimmler; "Towards distinguishing between traditional 
and modem activities in the national accounts of developing 
countries”, it Development Centre Papers (Paris, OECD, 1979), for 
more on this. 

2 0. J. Fapohunda and H. Luball; Lagos; Urban development and 
employment (Geneva., ILO, 1978), p. 10. 



Even though the informal sector units operate in a poor 
physical environment as noted in Chapter 13/ a large majority of 
them — about 80 per cent or more - possessed at least some capital; 
the few who did not were mainly in services* Some writers have 
drawn attention to the fact that the informal sector units often use 
capital rented to them by intermediaries or petty capitalists* But 
the studies reported in this volume suggest that it is not a 
widespread phenomenon* Though renting of capital goods is reported 
in a few cases/ most of the sample units claimed ownership of their 
assets* The amount of capital per worker showed substantial 
variations/ ret only between cities, but also between size of 
enterprise, age cf business aid type of activity* 

In Freetown, capital per worker/ on the average/ was only 
around 36 lecnes (or about $36) and the median value was even lower, 
suggesting that not only capital requirements are very low but also 
that they vary between enterprises* The median value of fixed 
assets in Lagos is estimated to be 250 nairas (or $400) per 
enterprise, as compared to a mean of 450 nairas* Given the average 
size of enterprise cf 2,1 persons, the average capital-labour ratio 
turns out to be about 213 nairas (or about $33C), which is 
considerably higher than in Freetowr, mainly due to the dominance of 
trade activities in the latter. The Kano study suggests a very 
skewed distribution of enterprises by level of capital - the median 
was only 50 nairas as compared to a mean of 282 nairas per 
enterprise, with an average capital-labour ratio of about 157 nairas 
(or $250). In Kumasi, where the sample was exclusively based on 
manufacturing and repair services, the capital per enterprise was 
substantially higher - median, 400 cedis and mean, 780 cedis; but 
since they er gaged a large number of apprentices too, the average 
capital-labour ratio was only 176 cedis (or about $200) « In the 
case of Manila, 23 pet cent of the sample enterprises had under 
1,000 pesos of fixed assets but the median was around 6,000 pesos. 
Given the average si 2 e of enterprise of 3*2 persons, it implies a 
capital-labour ratio of around 2,000 pesos or under $300 per worker. 
Again, it shewed substantial variations between activities - lower 
in trade and higher in manufacturing and transport. Among the 
studies presented in Part II, Campinas was an exception; by virtue 
of the sample design adopted, 43 per cent of the establishments 
belonged to the stratum where capital per enterprise exceeded 50,000 
cruzeiros (or US$4,650); consequently, the average capital-labour 
ratio was well over $1,000* The findings above thus tend to confirm 
the evidence from other studies noted in Chapter 3* In particular, 
they emphasise the low capital requirements for creating jobs in the 
informal sector; it is only a fraction of what is required in the 
formal sector. 

What about the value added in these enterprises? The gross 
value added per worker in selected cities was approximately: 52 
leones per menth m Freetown; 69 nairas per month in Lagos. 85 
cedis per month in Kumasi; 2p* 30,000 per month (median) in Jakarta 
and 350 pesos per month in manufacturing; 640 pesos per month in 
trade and 72C pesos per month in services sectors of Manila. Both 
the sampling procedures and methods of estimation adopted, noted in 
the respective chapters, suggest that the figures quoted above are 
only indicative of the probaole order of magnitude* They 
nevertheless show that the average value added per worker in the 
informal sector is somewhere in the range of TJS$6Q0 to US$1,200 per 
year - substantially higher than the average capital per worker 
noted above. 



s ince a large aajority of the informal sector enterprises in 
most . cities are operated by single individuals, without any 
additional workers, the figures above also reflect the level of 
earnings realised by their heads* Average net return to the heads 
of enterprises in different cities was estimated to be 
approximately: 92 leones per month in Freetown; 99 nairas per 
month in Lagos; xC5 nairas per month (for heads and workers 
combined) ^ ir- Kano; 78 cedis par month in Kumasi; Bs. 500 per month 
(median) in Colombo; Rs.34,330 per month in Jakarta; 500 pesos per 
month in trade and 9C0 pesos per month in services in Manila; 
US$120 per month (median) in Cordoba; and $310 per month (median) 
in Campinas* These figures hint that the average earnings range 
between US$6C and 30 C per month in various cities - substantially 
higher than the legal minimum wage guoted earlier. Given the 
conditions in which the enterprises operate and the level of 
physical and human capital used, the level of earnings above is by 
ro means insignificant* As in the case of capital and value added, 
the averages mask substantial variations between activities. 
Nevertheless, it is significant to note that, unlike wage earners, 
a majority of the entrepreneurs earned an income substantially 
higher than that implied by the legal minimum wage and comparable to 
incomes in the formal sector. For example, in Kumasi, the median 
value of earnings of masters was 40 cedis per week as compared to 
the legal minimum wage of 2 cedis per day and the formal sector wage 
for comparable labour was 83 cedis per month. Since most 
ent erpreneurs not only own the assets but also many in Africa engage 
apprentices, the level of earnings reflects not only labour income 
but also returns to capital and training imparted. In short, 
notwithstanding the low level of investment, the informal sector 
generates respectable levels of income to the entrepreneurs. At the 
same time, one must not lose sight of the fact that there are 
substantial income variations within the informal sector. 

It was hypothesised earlier that the informal sector is mainly 
a source of self-employment; those entering the sector are 
generally pocr and hence lack the necessary capital to start their 
own business. It was further hypothesised that, besides capital, 
entrants to this sector are in general confronted with constraints 
limiting their access to resources and markets, including skills. 
The studies presented in this volume, as do others on this subject, 
generally confirm these hypotheses. With pegard to constraints in 
starting their own business, an overwhelming proportion of the 
sample enterprises reported capital as one of the major constraints. 
Most of them relied on their own savings, though a few also resorted 
to borrowing from friends and relatives. A very small proportion, 
if at all, sought and obtained credit from banks and other such 
formal sources. In fact, many did not even believe that they can 
get such credit. In some cases (e.g. Kumasi and Campinas), however, 
the entreprer eurs had shifted from wage employment in the formal 
sector to self-employment in the informal sector and thus were able 
to accumulate the savings and skills necessary to start their own 
business. Where apprentices played an important role, mainly in 
Africa, apprenticeship fees would seem to contribute in a 
significant way to capital accumulation as well. Parallel to the 
above, the enterprises have also made efforts to minimise the cost 
of capital investments through recycling of old capital equipment by 
reconstructing them cr even through self- construction where feasible 
and appropriate. 

With regard to access to skills, the studies clearly show that 
formal sources of training such as government training institutions 



play a minimal role* An c ver whelming majority obtained their skills 
through the apprenticeship system or on— the— job trairing, mainly in 
the informal sector itself* As for raw materials and services, very 
few reported buying them from large enterprises or wholesalers; 
most of them relied on retailers, notably those within the informal 
sector* This is understandable, giver, the small scale of operation 
and lack of access to working capital to buy raw materials in bulk 
quantities* This became evident when data were tabulated by type of 
activity, age of enterprise and scale of operation; there seems to 
be some tendency for larger enterprises, particularly^ in 
manuf acur ing, and older ones to rely on the formal sector* It is no 
doubt true that a substantial part of the raw materials (including 
spare parts) does originate from the formal sector, notably in 
certain activities and in Africa, but there seems to be little 
direct backward linkage with the formal sector* Similar conclusions 
emerge with regard to forward linkages* As already noted in the 
last chapter, physical access to markets is indeed a problem to many 
enterprises owing to spatial limitations* Also, by virtue of the 
type of goods and services produced, most of the enterprises deal 
directly with the households and some through other small 
enterprises. There seems to be little, if any domination by the 
formal sector* These findings, though they do not necessarily deny 
the constraints on access to resources and markets and hence tend to 
raise the cost of inputs and lower the price of outputs, question 
the general proposition that the informal sector is "exploited” by 
the formal sector* Evidence emerging from various studies suggests 
that the latter phenomenon, if true, is confined to a few activities 
in selected cases. 

Turning to the question of capital accumulation and growth in 
the informal sector, it is clear that there are indeed a number of 
constraints, perhaps the most important of all being capital itself. 
Generally speaking, lack of capital was cited as the most important 
constraint ar.d thus many sought government assistance in this area. 
To some extent, uncertainties associated with poor physical location 
posed some problems in improving the premises and business 
expansion. It is of ter argued that there is little scope for 
promoting the informal sector since they generally compete for the 
same market; perhaps this is true in certain activities such as 
trade where each enterprise attempts to increase its market *s share. 
But the evidence suggests that demand was a constraint to expansion 
only to a minority of enterprises* The proportion of sample 
enterprises reporting a decrease in demand for their products was: 

per cent in Freetown; 4 per cent in Lagos; 12 per cent in manu- 
facturing; 10 per cent in trade and 16 per cent in services sectors 
of Manila; &0 per cent in Cordoba; and 6 per cent in Campinas* 
Whether demand will be a constraining factor in future expansion of 
the informal sector as a whole is, however, a moot guestion and will 
be discussed later. 

Despite the generally hostile policy environment and factor 
and product market imperfections in which the informal sector 
operates, enterprises belonging to this sector seem to have done 
reasonably well* In Campinas, for example, 73 per cent of the 
enterprises had expanded in terms of capital and 62 per cent had 
improved their incomes. In the services sector of Manila, 43 per 
cent of heads realised an increase in earnings in recent years and 
only 14 per cent a decrease. In Freetown, as in other cases, a 
greater proportion of the older enterprises was in manufacturing and 
other related activities requiring more capital and skills, and the 



old ? r ® Rter £ r ?- ses tended to employ more workers as well, if one 
ranks the sample enterprises by size of capital, the the average age 
of enterprises in the bottom decile turns out to be 4 years ir 
Kumasi, 2» 8 years in Freetown and Lagos as compared to 4. 3.9 and 
H. years respectively in the top decile. Another way of looking at 
it is to compare the capital— labour ratio in the top decile with the 
average; ^ the ratio of the former to the latter in manufacturing and 
repairs is estimated to be; 3# 7 in Freetown; a. 8 in Kumasi: 6*3 
in Lagos; 4* 9 in Bamako; 5,5 in Kigali; 3,9 in Lomd; and 2*3 in 
Nouakchott# heedless to say, data based on one— shot surveys such as 
reported here are not the best to answer the question - whether 
informal sector enterprises accumulate capital and grow over time?* 
Further , the potential fcr its growth obviously depends on a number 
of factors/ including the stage of growth of the econcmy # the role 
assigned to the formal vis-d-vis the informal sector and other 
development policies. All that can be inferred from the findings 
above is that growth in the informal sector could be evolutionary* 


Whether growth m the informal sector is evolutionary or 
involutionary depends or another dimension as well: the number of 
enterprises. From the age structure of informal sector enterprises 
noted earlier/ it is obvious that the number of enterprises has been 
growing . rapidly in most cities. It is also clear that a greater 
proportion of the new entrants tend to be concentrated in the 
tertiary activities requiring relatively little capital and skills. 
There also seems to be some mobility between activities/ notably 
from tertiary to secondary activities requiring more capital and 
skills* In fact/ a major part of the employment growth in the 
informal sector seems to be not in older enterprises hiring more 
labour but ir the growth of the number of small/ i.e. single-person 
enterprises. It is this phenomenon that lends support to the vie* 
that growth in the sector is involutionary, implying that labour 
absorption is followed by decreasing real incomes to its 
participants# Given the one-shot nature of the sample surveys, the 
only feasible approach that could throw light on the issue was to 
ask whether entry of new enterprises led to greater competition, 
decrease in demand and decrease in income for those already in 
business. 


With regard tc competition, there is some evidence to suggest 
that it does pose a threat to incomes for at least those engaged ir. 
trade and services# For example, in Freetown, where the number of 
enterprises in trade and services increased very rapidly, 84 per 
cent of the heads complained of increased competition and its 
negative effect on income. Similarly, in Jakarta, where the 
tertiary activities are important, 50 per cent of the heads reported 
competition as a factor hurting their revenue. Also, -in the Manila 
trade sector, 80 per cent of the heads {and 29 per cent in services) 
cited competition as a problem affecting their revenue# It is 
therefore likely that involutiouary tendencies do exist, notably 
where growth in number of units has been rapid and tertiary 
activities are dominant. 
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As for changes in demand an enterprise level, it was already 
noted that orly a minority experienced a decrease. Changes in 
income of heads would also seem to follow the pattern above* What 
has been the response of heads to this trend? The only discernible 
response seems to be to diversify the products or, better still, 
move into different activities* Here again, besides capital, lack 
of know-how and skills play an important role* In so far as 
investment ir skills is negatively correlated to age of heads, it is 
primarily the younger ones that are motivated, to respond* These 
findings seem to imply the need for vocational guidance besides 
other forms cf assistance to new entrants in this sector. In this 
context it is also worth recalling that at least some heads of 
enterprises (e.g. in Kumasi, Campinas, Manila) moved from formal 
sector wage employment to self-employment in the informal sector 
(particularly manufacturing), hinting that the income potential in 
selected informal sector activities is higher. In other words, it 
seems difficult to label growth in this sector as evolutionary or 
involutionary without taking into account other factors* 

Another guestion related to the above is whether the informal 
sector provides opportunities for upward mobility to its 
participants. It was noted earlier that migrants in the sector 
benefited significantly either by securing jobs or by moving into 
better paying jobs. Though not all the new entrants succeed in 
creating their own enterprise and hence entering the sector as wage 
earners or apprentices with low incomes, many in fact successfully 
establish themselves as petty entrepreneurs and in a fairly short 
period of time, as in the case of Kano. In Freetown, 62 per cent of 
the former employees were reported to have become self-employed in 
the same line of business as before and 8 per cent in different 
activities* In Lagos, some 80 per cent of the heads were satisfied 
with their current 30 b and were not keen to change; among the 
apprentices a majority tend to leave the enterprises in which they 
work in search of better opportunities as soon as they complete 
their training* Kumasi* s study showed a positive relationship 
between education and earnings of entrepreneurs; likewise, those 
moving from the formal to the informal sector earned 85 cedis per 
week as compared tc 77 cedis per week for the rest. In Jakarta, 
though nearly two- thirds of the participants were still in their 
first jobs, a third of the remainder had changed their jobs but in 
the same occupational category, but many after learning additional 
skills. Also, the tendency to learn skills before changing jobs 
seems to be greater among those with a few years of schooling as 
compared to illiterates. Two-thirds of the participants were 
satisfied with their current gobs while most - of the rest were 
looking for better gobs, particularly the better educated ones. As 
in the above cases, 82 per cent of those in trade and 78 per cent in 
services sectors of Manila were not keen to change their jobs. In 
Cordoba though some three- guarters of the heads were satisfied with 
their current job, whatever occupational mobility there was among 
workers was confined to the same occupational category* The 
impression one gets from the above is that there is some upward 
mobility within the informal sector; in any case, there is little 
evidence to show that the participants in this sector hold out for 
better jobs in the formal sector. In other words, virtually all of 
them seem to view the informal sector as a permanent source of 
employment and income. 

One final guestion of interest to policy makers is whether the 
informal sector is also economically efficient. One of the reasons 



favouring the empnasis or. the formal sector in development planning 
has beer its ability to generate surplus for investment and hence 
foster economic growth* Xt is clear from the evidence above that 
the informal sector enterprises use very little capital even though 
it generates respectable levels of income for a majority of the 
petty entrepreneurs and for a substantial part of its workers- Most 
important cf all, it provides a means of livelihood to many who 
would otherwise be jobless* The capital used by them is mostly 
generated from within; far from draining the scarce resources of 
the economy, it contributes to resource mobilisation* As one study 
argued: 

Many cf the structures (the largest component of reproducible 
fixed capital) used by smaller firms for productive purposes 
are homes built for living purposes, or extensions which are, 
to a large extent, own-account produced. Similarly, tools and 
equipment used are also, to a certain extent, ho me- produced. 
Unlike capital in the capital-intensive sector, and like 
agricultural capital, much of the capital is produced as part 
and parcel of cr mere extensions of the activities of the 
small firms and does not represent drains on the capital 
market* And since many raw materials used in the structures 
and equipment of small units are likely to be indigenously 
produced, pressures on the balance of payments are not 
generated. 1 

In addition to reliance on indigenous materials, one should 
also remember the role of this sector in recuperating and recycling 
discarded materials and equipment, as noted in the last chapter. 
Thus, the informal sector in the Third World cities would seem- to 
have emerged without imposing any strain on the available investment 
resources. 

Given the constraints on capital and other resources noted 
above and their implications for sub-optimal levels of employment 
and output and for exploitative forms of relationships discussed in 
Chapter 3, it is natural to think in terms of augmenting the 
resources available to this sector among other promotional measures* 
Some evidence cited in Chapter 3 suggests that there need not be any 
conflict between output and employment following allocation of 
additional resources to the informal sector. In Ghana, for example, 
capital reguired per worker was estimated to be 11 per cent of that 
in the formal sector, even though it generated a value added per 
worker of 19 per cent. Among the studies in Part II, the informal 
manufacturing sector in Manila suggests that it generates both more 
value added and employment than the organised sector in the country. 
A similar comparison but within the informal sector between 
different size groups based on Kumasi data, however, suggested a 
trade-off between employment and value added as size of the 
enterprise increased - larger ones generated more employment and 
less value added for a given investment. In all such comparisons, 
however, there is one drawback; besides measurement problems, since 
the informal sector also generates skills besides producing goods 
and services, value-added estimates are biased downwards owing to 
the- exclusion of human capital formation. Larger eb ter prises have 
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more apprentices and hence generate more skills as well. Based on 
such scattered evidence it would be hazardous to conclude that the 
informal sector is efficient; all that one can conclude at thi^ 
stage is that such a preposition is highly plausible and cannot be 
rejected. Obviously/ this is one of the areas for further research. 

The survey studies in Part II , though not focused on income 
distribution/ poverty and basic needs as such/ did throw some light 
on these issues. First/ the informal sector generates income and 
employment to many poor/ but- not all those dependent on the sector 
are poor for # as already noted/ a significant proportion of the 
participants do receive incomes comparable to the minimum in the 
formal sector/ or above the national per capita level. Second, even 
within the ir formal sector/ incomes are not evenly distributed* 
Significant income inequalities exist between men and women, between 
different activities and between workers, apprentices and 
entrepreneurs* Income variation is also due to differences in 
occupation, ag e, education of participants. The number of years in 
business and the physical location of the business within the city 
also explain differences in income of heads. Third, the types of 
goods and services produced are, by and large, those demanded by 
poor and medium-income households and most of them can be 
interpreted as basic-needs items. Fourth, the poor physical 
conditions cf living and workplace discussed in Chapter 13 suggests 
that a majority cf the informal sector participants have not been 
able to satisfy their minimum needs in terms of shelter and related 
services. Fifth, reasonable levels of income generated in this 
sector do rot necessarily imply that the households concerned are 
above the poverty line. For example, in Lagos, even though the 
entrepreneurs earned about 100 nairas per month - well above the 
legal minimum wage of 60 nairas - a majority of them had dependents, 
some 80 per cent of them children under 14 years. Large household 
size coupled with the absence of additional earners in the family 
tends to reduce the income per capita substantially. These 
findings, ir other words, emphasise the challenge ahead; whether 
development of the informal sector can increase income and 
employment levels sufficiently to eliminate urban poverty in the 
Third World cities. 


Implications for ppl ^c y 

The emergence of the urban informal sector as a major source 
of employment and income m the Third World cities in recent years 
is primarily a manifestation of increasing pressure of population 
growth juxtaposed against the inadequate growth of employment and 
income opportunities in rural araas and small urban centres on the 
one hand, and in the formal and government sectors of the urban 
economy on the other. The swelling size of this sector in terms of 
employment is at least partly explained by rapid internal migration 
which in turn is mainly a response to concentration of development 
effort in big cities. That the urban informal sector acts as a 
safety valve to the multitude of jobless and underemployed in the 
countryside is therefore a reality that the policy makers in these 
countries ought to recognise. Neither the participants in this 
sector nor the policy makers now believe that adequate well paid 
jobs in the formal or the government sectors will be forthcoming and 
that the informal sector will disappear over time. That the sector 
deserves to be recognised and supported is increasingly accepted 
albeit reluctantly by many countries. This ambivalence is at least 



partly due to legitimate fears that promotion of the urban informal 
sector could worsen rather than improve the problems associated with 
"urban explosion 11 . 

Policies aimed at containing the population growth should no 
doubt form the cornerstone of any development strategy. Given the 
inelastic supply of land, the key input in agriculture, it is clear 
that even it far-reaching changes in agrarian structure and more 
advanced agricultural technologies are introduced, agriculture 
offers only limited possibilities for labour absorption. The need 
for promoting nor. -farm employment particularly in rural areas and 
small towns cannot therefore be over-emphasised. This implies no 
doubt a significant departure from the development policies followed 
hitherto in many developing countries where much of the development 
efforts has been concentrated in primate cities. 

Development strategies emphasising the above aspects however 
are unlikely to yield desired results, notably with regard to the 
problems of urban "explosion", except in the longer run. Both the 
magnitude of the urban problems in developing countries and the rate 
at which population is increasing in urban areas (mainly large 
cities) call for solutions within the urban context that will make 
an impact in the near future. Yet, in order to minimise attraction 
of additional migration, it is imperative that such solutions avoid 
any open subsidies; in other words, as in the case of self-help 
housing programmes, it would seem necessary to stress on solutions 
of a self-help character to the extent possible. Such an approach 
would also appear inevitable in view of the limited availability of 
resources at the disposal of urban authorities. 

While it is important to stress on the need to harness human 
energy and motivation, it will be naive to believe that self-help 
approach per se will cure all the ills haunting the sector. In so 
far as the relatively low level of incomes is mainly the consequence 
of the status assigned to this sector within the over-all 
development strategy, notably the importance attached to the formal 
sector, obviously the solutions proposed must go well beyond the 
informal sector itself. In other words, though informal sector is 
identified in this volume as a subsector of the urban economy 
deserving attention for purposes of research and policy, it does not 
follow that the policies and measures proposed to develop this 
sector can be independent of the economic system in which the 
informal sector co-exists with its formal counterpart. It should 
also be clear from the brief resume of evidence above that informal 
sector is not a homogeneous entity; measures to promote this sector 
will obviously vary with the type of activity and a number of other 
factors as the discussion below shows. 

Some of the policies pertaining to employment and urban 
environment were discussed in the last chapter. The evidence 
emerging from this volume suggests a number of policies and measures 
both within and outside the informal sector with a view to improving 
not only employment and incomes but also the conditions of work and 
job and social security. Some of them are no doubt tentative since 
the evidence on which they are based is rather limited. _ These 
include adjustment policies designed not only to minimise the 
adjustment problems confronting the participants in this sector but 
also to regulate the structure and growth of the sector. In 
addition there are policies affecting allocation of resources within 
the informal sector and between the informal and the formal sectors. 



Finally there are policies and measures to bring^ about the 
structural changes no+ably with regard to the institutions relating 
to this sector* 

One of the first measures to assist the informal sector* as 
the Kenya employment mission report argued in 1972, seems to be a 
change in the policy environment in which the sector operates* 
Though an amoivalert situation exists in many countries, some have 
adopted a more tolerant if not positive attitude toward this sector* 
Clearly there is a greater need to appreciate the merits of the 
sector; unless positive and sympathetic policies are adopted it may 
not be possible to count various forms of assistance* It does not 
however imply that all informal sector units, irrespective of their 
location or nature, be legalised m their present form* Where these 
measures clearly conflict with other development objectives (e*g*, 
environment and social} it would seem necessary to search for 
suitable compromises not excluding measures to transform or 
diversify certain activities. As a corollary to this, it seems 
desirable to facilitate registration of the units which in turn will 
generate the necessary statistics for planning purposes. The main 
aim of such a change in policy environment is not only to eliminate 
restrictions preventing fuller participation by the informal sector 
but also tc foster its growth over time* Such changes in attitude 
may be reflected in national plan documents assigning an explicit 
and importart role to this sector; but is not a sufficient 
condition. It may also include modifications in prevailing policies 
and attitudes at regional or local government levels that have a 
direct responsibility for this sector on a day-to-day basis. The 
important con sequence of such a change seems to be on the access to 
resources and markets. It is clear that the problem of "access** is 
at least partly derived from the prevailing policies and attitudes 
toward this sector though the existing socio-economic structure also 
plays a very important itola* 

The informal sector provides opportunities for those 
previously employed ir. rural ar aas (mostly in agriculture), and 
those unemployed or outside the lanour force* In so far as skill is 
a determinant of the activities in which they enter, access to 
skills plays an important role in shaping the structure of the 
informal sector* Since lack of skills could constrain mobility 
between occupations and/or activities, access to skills, both in 
physical and economic terms would seem to hold the key to upward 
mobility* It is in this context the apprenticeship system within 
the informal sector in many African countries deserves to be noted. 
The scope for improving such systems where they exist and 
introducing suitable alternatives where they are absent therefore 
deserve further examination* In particular such measures may 
include reoriertati on of the existing formal and informal training 
facilities, upgrading the quality of training and introduction of 
new skills for which demand is rising. In so far as the motivation 
for investment in skills is stronger among youth, such policies will 
be of particular significance to new entrants to the labour force* 

Besides skills capital is also a ma jLor constraint both in 
starting own business and in expansion or diversification into more 
productive lines. Lack of working capital tends to limit both the 
size of business and its prof ita ail ity owing to higher input costs 
obtained through retailers and cash flow problems. Often capital 
and skills are complementary* ?cor access to capital may also 
increase the vulnerability of the small enterprises by encouraging 



a patron-client relationship wit a intermediaries that is not always 
favourable. Policies to reorient the existing credit sources, 
notably the banks, therefore deserve greater attention* More 
importantly, changes in leading procedures and credit availability 
must take into account the needs and absorptive capacity of the 
participants in the sector. Further credit policies must be co- 
ordinated with training policies to ensure complementarity between 
capital and skills. 

The rcle of inf rastructural facilities ard suitable locations 
for informal sector enterprises within the cities was already 
referred tc* Positive policies recognising the informal sector and 
greater access tc capital will no doubt contribute to a reduction in 
uncertainty and risk and encourage suitable infrastructure 
investment by the entrepreneurs themselves. Measures to promote 
self-construction of premises through assistance in provision of 
cheap building materials and knowhow could also prove effective. It 
is however equally important tc co-ordinate these measures by 
suitable changes in the prevailing master plans for cities not only 
to meet the environmental objectives but also tc facilitate the 
informal sector's physical access to various markets for it is one 
of the important determinants of indome inequality* 

In the same vein the need for improving the informal sector's 
access to improved technologies, tools and technical knowhow, 
particularly in manufacturing cannot be over emphasised* To the 
extent the formal sector plays an important role in transfer of 
technology either through workers switching from formal to informal 
sector or through subcontracting ways and means of strengthening 
such links deserve greater attention too* Where such linkages are 
weak or abser t the scope for introducing suitable institutional 
mechanisms needs tc be explored. 

Finally, though lack of capital and skills are important 
factors restricting mobility from low income tertiary activities to 
more productive manufacturing activities within the informal sector, 
inadequate cr imperfect information on the relative profitabilities 
of various activities would also seem to be a significant factor. 
Since a substantial number of tne participants are young and at the 
beginning of their career, measures such as vocational counselling 
could prove to be an important means for promoting productive 
employment and regulating the structure of employment in the 
informal sector* In other words such measures could serve as tools 
for planning utilisation of human resources in the Third World 
countries. 

It will be naive to belive that measures suggested above to 
facilitate entry, axpansion and mobility between 
occupations/activities will per se lead to "development 1 * of the 
informal sector* No doubt they will minimise the time required for 
informal sector units to evolve into small-scale enterprises by 
according them equal access to factor and product markets comparable 
to that available to the formal sector. But it is important to 
recognise the need for policy intervention in other areas as well 
since after all the informal sector coexists with the formal sector. 
The problems of coexistence of the two sectors may arise in the 
factor markets where both compete for the same resources or in the 
product markets where they both compete for the same market* 

With regard to capital, it was noted earlier that the informal 
sector by and large mobilises the resources required within itself 



and much of the capital goods are indigenous and often self-built or 
recycled. It may be possible to augment the credit available to 
this sector through banks and ctner formal channels through explicit 
policies on grounds of both equity and efficiency. Similar measures 
may prove effective in the case of foreign exchange/ raw materials 
and intermediate goods* imported or domestic.^ But relaxing the 
supply constraints per se may not be adequate; it ^ may often be 
necessary to take additional measures to eliminate market 
imperfections. These may include the creation of a supply channel 
in the public sector or a suitaole organisation within the informal 
sector. 


But in certain cases it may well be necessary to go beyond the 
above measures tc consider solutions affecting formal vis-A-vis 
informal sectors. Fcr instance* it is not uncommon to find informal 
sector units* owing to the traditional skills and knowhow* rely 
heavily on certain traditional raw materials like leather* metal and 
wood. With the growing shortage of these materials few often 
succeed in acquiring the skills and technology necessary to replace 
them by modern substitutes such as vinyl* plastic and other 
materials. Consequently either their final products are not 
competitive with comparable formal sector products and/or that they 
are forced to stop production. To some extent the informal sector 
enterprises overcome such shortages by recuperating and recycling 
waste materials. Obviously* in such situations* there is a need to 
assist the ir formal sector in improving their technological capacity 
by providing the necessary skills* tools and knowhow. Where such a 
course of action is not feasible* particularly in the short run* 
what are the alternatives? To the extent the shortage of 
traditional raw materials is caused by exports it would seem 
necessary to reconsider the export policies in relation to loss of 
employment in the informal sector. It is also possible that the 
formal sector firms cause such shortages by bidding away the scarce 
materials* in which case it raises a question: should the formal 
sector firms be forbidden or restrained from using such materials on 
grounds of equity if not efficiency? 

Though the discussion aoove refers in particular to 
traditional raw materials* it has wider relevance. In principle 
such a situation can arise when factor supplies are inelastic or 
when the market for final products is limited. Besides favourable 
policy environment accorded to the formal sector firms* scale and 
technology factors would seem to offer particular advantage to the 
formal sector. One consequence of this is to limit the scope for 
evolutionary growth in the informal sector. Various policies and 
measures to facilitate access to markets and resources suggested 
earlier will no doubt discourage informal sector units being lured 
into direct exploitative forms of relationships with the formal 
sector. To the extent subtle forms of domination by the formal 
sector suck as those described above are important clearly it poses 
a dilemma to policy makers. It is thus argued that unless the 
formal-informal sector relationships are so altered* much of the 
efforts to promote the informal sector may not per se yield the 
desired results. Potential conflicts between policies toward these 
sectors are no doubt valid in certain activities and in certain 
countries; but the evidence emerging from this volume seem to 
question that it is a widespread phenomenon. In a situation where 
the formal sector is numerically small (e.g.* in many cities of 
Africa)* where the demand for goods and services is rising rapidly 
or where the factor supplies are not totally inelastic such problems 



are relatively less important. Inasmuch as the formal sector is 
projected tc grow faster, suca conflicts are hound to sharpen over 
time unless accompanied by other measures. I t i s for this reason 
that development strategies recognise the interdependence between 
the two sectcrs. In short, this is an area that deserves 
by policy makers. 


scrutiny 


Turning to the demand aspects, it was mentioned in the last 
chapter that the scope for greater involvement of the informal 
sector in the provision of shelter and other related urban services 
must be explored. In some activities the informal sector is playing 
a positive rcle in providing import substitutes however imperfect 
they may be. The scope for expanding this role of the informal 
sector through appropriate incentives is therefore worth 
considering. The evidence presented in this volume suggests that 
the bulk of the demand for this sectors goods and services 
originates from households. To the extent that the development 
strategies stress income redistribution and basic needs satisfaction 
it seems likely that the demand for informal sector* s output will 
increase toe. tore importantly, since these goods can generally be 
produced with relatively sim-ple technologies and small scale of 
operations, there is greater scope for participation by the informal 
sector. In some countries such as India attempts have been made to 
provide sheltered markets for small enterprises by reserving the 
production cf certain items exclusively to the small-scale sector. 
Another measure to increase the demand prospects has been, as the 
Kenya employment mission report argued, to strengthen linkages 
between the informal and the formal sectors through subcontracting 
from the latter. It is however important, for reasons already 
noted, that such linkages are not detrimental to the interest of the 
informal sector. Finally, removal of restrictions or informal 
sector activities could also make a significant contribution. The 
essence of these measures is of course to link the informal sector 
with the growth sectors on the one hand and to restructure the 
demand pattern in favour of this sector. These measures are not 
only desirable but also seem necessary to foster evolutionary growth 
of this sector. 


One implication of such an approach is to encourage the 
development cf manufacturing, construction and related activities 
rather than trade and services. The rationale for this stems from 
the fact that there are limitations to promoting tertiary activities 
unless the aggregate demand itself increases substantially; for 
otherwise it could only contribute to an involutionary growth, a 
larger number of enterprises sharing a given market. To the extent 
there are possibilities for redistributing the demand from the 
formal to the informal sector (e.g., sale of consumer goods through 
formal sector cutlets as opposed to informal sector enterprises) 
there may be exceptions. 

The wide range cf policies and measures suggested above stress 
the need tc assist the informal sector participants to help 
themselves more effectively. But they also underline the need to 
reorient development strategies and restructure the socio-economic 
relationships, notably t&ose between the formal and the informal 
sectors. Autonomous solutions aimed at the informal sector alone 
can have only a limited impact. These conclusions, in other words, 
echo the interdependent nature of the solutions underlying the 
current debate on new national and international economic and social 
order. They in essence argue in favour of a new deal for the 
informal sector. 



Besides cor tributir g to higher levels of income for the urban 
poor and evolutionary growth the various elements of the development 
strategy noted above would also seem to make a. significant 
contribution to other objectives* Since the informal sector 
provides a training ground to many* it contributes to investment in 
human capital* By increasing the level cf incomes and by^ promoting 
mobility between occupations it could significantly improve the 
conditions of woric to many/ notaoly the wage workers a majority of 
whom currently receive wages below the legal minimum. It would also 
facilitate the introduction of a programme to improve job and social 
security that is self-sustaining. To realise these objectives it 
would no doubt be necessary to take additional measures in terms of 
improving the working environment, reducing occupational hazards and 
the like* 

To the extent labour market inefficiencies are the consequence 
of imperfections ir. other markets, measures suggested above to 
facilite mobility will significantly improve the functioning of the 
labour market* It would nevertheless seem necessary to consider 
additional measures notably to improve the extent of women's 
participation and their conditions of work because (a) women's 
participation m tne informal sector is substantially lower than for 
males; (b) they are highly concentrated in low productive tertiary 
activities; and (c) their level of remuneration is significantly 
lower than fcr males* 


Implications f or action 

It was mentioned earlier that the need to distinguish informal 
sector units from small enterprises in their usual sense arises from 
operational implications. Ihougn there is much in common between 
the two in terms cf specific programme inputs such as credit, 
training, resources, technology and the like, the fact that informal 
sector units are not headed by entrepreneurs but by people with 
little or no educatior and the fact that their orientation is 
primarily employment rather than profit suggests that the approach 
to assist the informal sector mist be different. For one thing the 
informal sector participants, thDugh interested in receiving various 
forms of assistance, seem to have little hope in receiving them. 
Many seem to suspect the willingness or ability of the local 
authorities to assist them. This should not come as a surprise 
given that the public policies toward this sector in many countries 
have been hostile and hence eroded their credibility. It would 
therefore seem important to reverse the situation through changes in 
policies ard attitudes. It also implies that voluntary agencies 
could play a useful role in assisting the informal sector* 

The characteristics of the inf ormal -sector participants also 
suggest that they cannot always articulate and define their needs* 
Often it seems necessary to work with such small units with a view 
to helping them define their needs. Such an approach is also 
inevitable in order to identify the complementarities between 
various forms of assistance (e*g*, credit, skills, tools, 
technology, marketing, infrastructure) and providing a package that 
is tailor made to suit their needs* In this context it is also 
worth noting that though some attempts have been made in the past to 
assist this sector, they have not always yielded the desired 
results. Though such shortcomings are partly due to lack of clear 
focus on the needs, failure to judge the capacity of informal sector 



urits to absorb assistance provided would also seen to have played 
a vital role* Any programme to assist this sector cannot assume 
that the informal^ sector units will automatically reach the 
authorities assisting them; both the small scale of operation 
coupled with the uncertainty of receiving assistance would seem to 
discourage them from approaching the authorities. In other words, 
unlike the programmes for small enterprise development, those 
focused on informal sector would have to build confidence, assist 
them in defining their needs, identify the interrelationships 
between various forms of assistance, assess their capacity for 
absorption of assistance and hence reach them rather than vice 
versa. 


Many countries have reconsidered various policies affecting 
the informal sector. Some have gone beyond to provide specific 
forms of assistance sucn as provision of space or premises in the 
form of “kiosks" for informal sector units {e.g. , Ghana). Others 
have attempted to extend credit through special programmes for 
weaker sections of the population (e.g*, India). Still others have 
sought to provide skills as a means of occupational mobility (e.g., 
Philippines). Few have sought to eliminate marketing constraints 
(e.g., Jakarta in Indonesia). Attempts have also been made to 
organise ir formal sector units. Special programmes to create 
production-cum-tr aining centres have also been considered in some 
cases, notably to facilitate womens participation. Several 
voluntary agencies and other bodies such as ACCION International 
have also sought to promote programmes for the informal sector in 
selected countries. * Agencies such as the USAID, under specially 
conceived programmes like PISCFS (programme for investment in the 
small capital enterprise sector) have also attempted in recent years 
to formulate action programmes for the informal sector. 1 2 3 The World 
Bank, particularly under the urman development projects, has also 
been making efforts to reacn small enterprises with a view to 
increasing employment and alleviating urban poverty. 

Though these efforts are significant few of them recognise the 
subtle differences in approacn necessary to promote the informal 
sector. It is ir this context that the ILO is currently focusing on 
initiating suitable operational activities. Besides giving the 
orientation outlined earlier, such efforts recognise the need to 
promote institutions with a multidisciplinary dimension and outlook 
within the respective countries. They also emphasise the need to 
disseminate information on the subject to policy makers to bring 
about the necessary changes ii development strategies and thus the 
ILO has organised regional seminars on the subject. * Further, 
development cf the informal sector embraces a number of objectives 


1 See fcr example: Jos<§ Gentil Schreiber: Small business 
development in Brazil: A study of the UNO program (New York, ACCION 
International, 1976) . 

2 see Urban Edge, June 1930, for more details. 

3 S.V. Sethuraman: “The urban informal sector in Africa", in 
Interna^4 < ?na l L abour Seview # Nov. —Dec. 1977, for a brief summary on 
the Nest African regional seminar on the informal sector held in 
Ghana in 1977. Another seminar, organised jointly by the ILO and 
OCAM (Organisation Commune Africaine et Mauricienne) , is due to be 
held in Ouagadougou (Upper Volta) in November 1980 for French- 
speaking Africa. 



besides employment promotion; for example they include promotion of 
suitable organisations to enhance people* s participation improve- 
ment in conditions of work and eivironment and in social security* 
Consequently the ILO is placing considerable emphasis on this sector 
in its activities over the years to come* 1 In order to facilitate 
this task the ILC is currently in the process of developing suitable 
pilot projects in selected slams of Bombay (India) and in selected 
countries of Frerch-speaking Africa (Kigali in Bwanda, Lom6 in Togo, 
Bamako in Kali, Djibouti, etc.) . It is hoped that these efforts 
will throw considerable light not only on the possible approaches 
and their limitations but also on the national capacities to cope 
with the problem and the replicability of the solutions on a wider 
scale. 


Future research 

As stated at the outset, the evidence emerging from various 
studies perhaps raises mere questions than answers. In particular 
they point to the need for further research in many areas where a 
settled body cf conclusions are yet to emerge. In concluding this 
volume it m&y be useful to identify some of these key areas for 
further investigaticr . Firstly, the extent to which informal sector 
development conflicts with the development of formal sector is 
unclear. Besides efficiency considerations, what kind of policy 
measures are required and for what types of activities? What are 
the factors that sharpen such conflicts? What are their 
implications for growth and income distribution? How do the rates 
of return to capital compare between the two sectors? Secondly, on 
the demand side, what are the prospects for increasing the demand 
for informal sector goods and services? How does a basic needs 
oriented development strategy influence the informal sector’s 
future? What are the income elasticities of demand confronting the 
two sectors? Hew does income redistribution policy affect the 
informal sector? Third, the evidence suggests a significant 
variation in incomes and wages within the informal sector* What are 
its implications for policies towards arresting internal migration? 
Fourth, hew do the prospects vary with the size of the city, the 
structure of the formal and informal sectors, the stage of economic 
development, the extent of dependence on international trade? 
Finally, what factors account for the success of those within the 
informal sector and whether they lend themselves to suitable policy 
intervention? 


1 ILO; Medium-te r m plan, 1932-87 (Geneva, 1980)* 



APPENDIX TABLES 


Table 1* 

Income inequality among households and population in rural and 
urban areas of selected developing countries. 


Table 2. 

Income inequality among economically active population and 
income recipients in rural and urban areas of selected developing 
countries . 


Table 3. 

Proportion of total income received by the urban poor in selected 
developing countries. 


Table 4. 

Estimated share of urban labour force in the informal sector in 
selected cities of tae Third World. 



Td 

d 

td 

H 

td 

H 

53 

H 

d 

•H 

d 

o 

•H 

P 

td 


a 

w 

a 

a? 

o 

•H 

a 

H 


P 


d 

d 

d 

<d 

o 


0 

U3I 


Td 

o 

*H! 

d 

Ol 

•H 


a 

a) 

o 

CQ 

• — i 

d\ 

0 

ol 

>1 

xJl 

a? 

1 

Td 

Ol 


H 

M 

Ol 

0 

el 

P 

<dl 

Ol 

1 

0 

*1 

H 

>i 

0 

•pi 

to 

•HI 


r— 1 

m 

td 

1 o 

dl 


Ol 

Ul 

Oil 

<n 

dl 

01 

HI 

HI 

1 

td 

01 


el 

d 

ol 

td 

oi 

-Q 

dl 

H 

Ml 

=3 


•• 



d 

o 

d 





d- 




h vo in av 


•H 

<d 





in 




vo vo d- co 


P 

~Q 





CM 




CM CM CM CM 


td 

H 





• 




• • • t 


rH 

D 





O 




0000 


d 












a, 












o 












&» 

rH 





d- 




O vo no vo 


4-1 






VO 




0 ^ VD VO d 


0 

H 





rH 




rH rH rH rH 



CJ 





« 




• * • • 


d 

P 3 





O 




O O O U 


0 












•H 












P 












d 

*H 












td 











•H 

d 











H 

O 





co 




cm r- 00 vo 


p 






r- 




CM 0 O 00 


tfl 

P 





rH 




CM CM CM rH 



td 





m 




• 999 


« 

» 





0 




OOOO 


03 

d 

in 

in 

M d- 

CO CM 

CM CT> 

O 0 m 

vD d- 

00 

n H inn d 

vo 0 00 


<d 

00 

in 

r- cm 

to zr 

O cn 

co 00 VO 

rH O 

0 

d- cn CO vo vo 

cm co m 


-Q 

n 

d- 

in 

d- d 

m no 

in d- d- 

in in 

in 

d- ro cq no 00 

m in d- 

O 

H 


• 

9 • 

• • 

* • 

• • • 

• • 

• 

* 1 1 * • 

• 9 9 

si 

£0 

6 

O 

O O 

O O 

0 0 

000 

0 

0 

0 

OOOOO 

OOO 

0 












03 












d 












-d 



00 

rH CM 

rH CM 

M d- 

d" 0 r- 

d- 

VO 

CM 00 CM zr 00 

CM VD vo 


td 


OsJ 

CO CO 

vo to 

in co 

m h n 

VO 

r- 

vo cm 0 O cn 

M CM VO 

4-1 

H 


zr 

in d- 

d- d- 

ro co 

zr m zr 

d 

d- 

ro CO CO CO CM 

d- d- d- 

O 1 

d 1 


• 

• • 

• • 

t • 

•99 

• 

• 

99999 

• • * 

* 

w ! 


O 

O O 

O O 

O O 

OOO 

O 

O 

OOOOO 

OOO 

c 1 












0 1 












•H 1 

1 











P 1 

1 











d 1 

rH 1 











& 

<d 1 











•H 

a 1 











M 

0 1 

m 

'-O 

fTi «D 

zt 

no 

CO rH CO 

~t m 

00 

VO in VD vo 0 

■t 0 rt 

-P 

H 1 


0 

f- d- 

d- 

d- 


m m 

rH 

00 m co 00 co 

O «H ffi 

03 

P 1 

d 1 

in 

in in 

m 

CO CO 

d- d d- 

m m 

m 

co co co ro co 

m m d- 

•H 

td 1 

• 

• 

• • 

• 

• • 

• • • 

• • 

• 

• • • • • 

• • • 

a 

55 1 

O 

O 

0 0 

0 

O O 

OOO 

0 0 

0 

OOOOO 

OOO 


1 

1 





d- r- 

in 00 

00 


d- n cn a h 



u 1 





VO VO 

VO VO 

vo 


VO VO vD ( ■ I**" 



td 1 

rH 

00 

ro no 

CM CM 

\\ 

0 \\ 

\ O O 

\\\\\ 

h in h 


0 1 

VO 

VD 

VO vp 

vO VO 

co vo 

vo d- r- 

r- r- 

co vo co cn 0 

vo vo t*- 


x 1 
1 

1 - 

1 

1 


" * 

"" • 

VO VO 

• VO VO 

VO • 

** 

vo vo vd vo r-* 

" * 



1 

1 

1 









0 


1 





X} 





0 


1 

td 



td 

U3 





d 


1 

u 



M 

0 


td 


a 

•H 



•H 



0 





td 

cu 



P 


O 

d 

<d 


CQ 


p 

04 



d 

0 

O 

N 

rH 

td 

>* 


w 

•H 



0 

rH 

•H 

0 

cr» 

•H 

td 


•H 

H 



tn 

•H 

X 

d 

d 

Td 




•H 



U 

-d 

0 

0 

td 

d 

td 


td 

Xi 


H 


O 

S 

> 

CQ 

H 

JC 


04 

04 


-P 

• 

• 

t 

• 

• 

* 

9 



m 


d 

rt 

• — 1 

CM 

CO 

d- 

«H 

CM 

co 


d- 

in 


] 

O 

• 




• 







U 

*3 




CQ 








o 


<ti\ 

H3I 


o =f 

vo in 

ro 

00 

00 


• — 1 iH 

VO 00 

CM 

no 

rH 


d- =f 

zt no 

no 

no 

no 


• • 

• « 

• 

• 

• 


o o 

o o 

O 

c 

O 

Q) 

m 

o 

0 

CN 

C CD 

vo it o 

no 

G 

in 

z* cr 

OHH 

ov 

-*H 

no 

zt 

no no no 

rH 


• 

• • 

• ♦ • 

• 

4-1 

o 

o o 

o o o 

c 

O 


-Pi 

3l 







40 


ro r- 


LO -t* o 



•rH 

• 

r-» 


vo 00 vo 



Ml 

— * 

no no 


CN no no 



■PI 

in 

• i 


t • • 



Wl 

r* 

o o 


o o o 



-HI 

o\ 






TJI 

rH 






®l 


o o 

no 



• 

Nl 

G 

r- r- 

vo 



-p 

-HI 

O 

S\ 

\o 

VO o H 

VO 

G 

col 

■P 

CO Q\ 

cm r- 

vo r- r^ 

VO 

0) 


t7» 

VO VO 

VO * 

• « •> 

•> 

*H 


g 





O 

• 9 

•H 





•r| 

d Jd 



<y 


44 

H 

03 



w 


44 

tti 

G 



o 


CD 


as 

(6 



in 

O 



AJ 



=5 

o 

rH 


03 

Li 

<4H 

U 


-H ■* 

flj 


o 

04 


<0 

G 

.-4 

rH 



g 

si 

G 


•H 

• 

u 

*H 

C0 04 

•H 


a. 





M 

Jd 

Q> 

• 




CO 

e* 


rH 

* 

• » 

(1)1 


• 

# 

. 

. 


wi 

o 


VO 

r- 

00 

u 


u 







G 







o 







to 




S ^feA- SL. i*s Ijicgnt ^ineq uality* among economically active population and income 

in_gu ral aad urban areas of selected developing countrie s 




tv 



w n 






a 



04 O' 

«H ov 

cn ro 

o 

rH CT> 



cb 

r~i 


in cr 

CN «H 

04 OV 

CN 

a- cn 


a? 

-Q 

st 


n in 


in st 

in 

in oo 


s 

M 

# 


• • 

• t 

• • 

• 

• • 


o 

O 

O 


o o 

o o 

o o 

o 

o o 


o 










a 










*H 











«H 



CN VO 


in cd 

ro 

oo ro 


4-4 

cb 



Ov O' 


C0 CN 

r- 

vo r- 


O 

M 



in =t 


ro ro 

st 

St CO 



53 



• # 


• • 

• 

• 1 


c 

pH 



0 

0 


o o 

O 

o o 


*H CQ 










P P 










2 (3 

« — i 









P <P 

(b 









*rt "H 

(3 









P CLt 

O 

o 

O vo 

m cr 04 

CD vo 

CO O' 

ro 

00 CO 


P *H 

•H 

cn 

OV =* 

04 CO VO 

st CN 

CO VO 

rH 

o c 


to o 

P 


in vo 

in in in 

st st 

53- st 

in 

in st 


-H 0) 

<b 

• 

• • 

• • » 

• • 

• • 

• 

• • 


Q M 

as 

o 

Q u 

u o o 

o o 

o o 

o 

Q O 


>* 










rH 










H 










cb 










0 

a 


in vo 







*H 

<b 


oo in 







6 

P 


st in 







O 

M 


• • 







C3 

o 


c o 







O 










0 










a) a 










0 

rH 


Sf CD 







P -H 

cb 


CO St 







O P 

(4 


=t st 







cb 

53 1 


• # 







f3 rH 

PS 1 


o o 







O 0 

I 









•h a. 

! 









P o 

1 









0 a. 

*H j 

1 








~Q 

<b l 









•H <1> 

ri 1 









M i> 

O 1 


S* rH 

m fv vo 






P H 

•H 


in 

eo =* in 






« P 

P 


VO VO 

h- vo in 






H U 

1 cb 


* t 

• • • 






Q (b 

! as 

1 


o o 

o o o 







i 

i 





st in 



• 


U 

1 




VO vO 



p 


cb 

i *H 

o o 

CN3 0 0 

O CN 

\\ 

o 

ro ro 

PJ 


d> 

VO 

vo t- 

vo vo 0 - O' 

r- r- 

rH ro 

r- 

vo O' 

Q) 


x 

• 


» • •» % 

— • 

VO vo 

m> 

•» •» 

•rH 










U 










•H 










44 










P 










0) 



tb 






cb 

O 



(3 


cb 



cb 

M 

0 



b 

rH 

•H 

P 

cb 


03 

*3 

<b 

•H 



a 

■H 

S 

m 

<b 

t*. 

»~q 

(3 



Q 

N 

o 

cb 

■H 

cb 


*H 



tr» 

<b 

rH 

c? 

«b> 

rH 

•H 

O 



M 

M 

O 

<b 

<3 

cb 

M 



>* 

»«4 

CQ 

O 


H 

ae 

to 



P 

• 

• 

• 

• 

• 


• 



c 

jj 

rH 

04 

ro 

c* 

H 

04 

ro 



o 

• 




t 





o 

< 




CO 





>* 

p 

•H 

U 

tfl 

a) 

M 

•H 

*•4 


<3 

a> 

pj 

cq 


M 

cb 


w 


Metre politan 




O VO rH CM CM 

it co 

O rH 

cm r> 

CM 00 

CO rH r** CM o 

00 


• • • • • 

cm d- in vo vo 

• • * 

VO vo O'* 

• • 

CO CM 

• 1 

a» oo 

• * 

ao r- 

• 1 

CM m 

• t • 

r~v — i is 

* 

in 


CM CM CM CM CM 

H H H 

CM CM 

fH CM 

CM CM 

CM CM CM CM rH 

rH 

*3 

; 









a) 










-p 










0 










a? 










rH 

! 

4- h U H 


o o 

ro 



ct in 


o> 

! 

vo vo vo r- r-* 


r r- 

vO 



in 


w 

i 

\\\\\ 

h in rH 

N\ 

\o % 

VO rH 

O CM \\ O 

ro 


i 

co VO 00 OV o 

vo vo 

cn cn 

cm r- 

vo r- 

hpv rJfn N 

vo 

0! 


vo vo vo vo 

» » •* 

vo vo 

VO * 

<r m 

» 

vo vo » 


•H 










* 










M 










0 










0 






ai 




o 






0) 







w 



M 




d 



a> 



O 




(d 



p: 

cd 


w 



td 



c 

•H 





<d 

.* 

P 


<d 


a 

C 

■H 



p: 

d 


-P 

a» 

cd 

(d 

O 

cd 

CO 

td 



w 

•H 

P) 

rH 


5 

cd 

PJ 

0 


•H 

H 


•H 

• 

cd 

•ri cd 


X} 



*H 

•H 

<d 

a, 

c 

»H 

-rl 

•p 


1 cd 

xs 

P 

XJ 

a 

<0 

p: cd 

H 


I 

t to 

to 

cn 

6~* 

m 

a. 

H as 

to 

>- 

i +*% 

l 








A 

-P 










. a 

t 

« 

• 

• 

• 

• 

t • 

• 


a> 

co 

a. 

o 

rH 

CM 

co 

it in 

VO 

a> 

V 



rH 

rH 

rH 





2! 

e-»i 


wi 

«H 

o 

-a 

a? 

w 

d 

o 

xx 

m 

of 


u> 

a 

o 

in 

e 

o 

-p 

+> 

o 

CD 


in 

r*. 

cm r- 

O vo 

oo r- 

ct it m 

CD CM it O 

1 rH 

oo cn o 

• 

• 

• • 

• • 

» • 

• * « 

* t • cl) 

• 

* • * 

it 

cn 

cn in 

rH O 

oo ro 

t"- o o 

oo oo r* u 

1 co 

ro m m 

CM 

rH 

•H rH 

rvj r\} 

rH CM 

H^^ 

r HHH 

l ** 

H H H 


CO 

V0 


cd 

a 

•H 

a 

<P 

tn 

M 


■H 

xx 

V 


m co 
vo VO 


o 

o 

•H 

H 

<V 

S3 


04 04 
X) VO 


Q) 

d 

N 

a> 

pj 

<o 

> 



m co oo 

vo vo m? 

oW \oo 

vo it r- r- r- r~ 


* vo vo 


VO < 


td 

•H 

U) 

>■* 

<d 

•—4 

<d 

3C 


td 

ci 


-J 


d O O 


<d 

*H 

■a 


o 

o 


Bottom 5C pet cent of households (or income recipients) 


able 4 : Estimated share of urban labour fo rce in the .informal 
sector in select ed developing countries 


Area 


Abidjan (Ivory Coast) 
Lagos (Nigeria) 

Kumasi (Ghana) 

Nairobi (Kenya) 

Urban areas (Senegal) 
Urban areas (Tunisia) 


Year 

Per cent 

1970 

31 

1976 

50 

1974 

60/70 

1972 

44 

1976 

50 

1977 

34 


Asi a 


Calcutta (India) 

1971 

40/50 

Ahmedabad (India) 

1971 

47 

Jakarta (Indonesia) 

1976 

U5 

Colombo (Sri Lanka) 

1971 

19 

Urban areas in West Malaysia (Malaysia) 

1970 

35 

Singapore 

1970 

23 

Urban areas (Thailand) 

1976 

26 

Urban areas (Pakistan) 

1972 

69 

Latin America 



Cordoba (Argentina) 

1976 

38 

Sao Paulo (Brazil) 

1976 

43 

Urban areas (Brazil) 

1970 

30 

Ric de Janeiro (Brazil) 

1972 

24 

Belo Horizonte (Brazil) 

1972 

31 

Urban areas (Chile) 

1968 

39 

Bogota (Colombia) 

1970 

43 

Santo Domingo (Dominican Republic) 

1973 

50 

Guayaquil (Ecuador) 

1970 

48 

Quito (Ecuador) 

1970 

48 

San Salvador (El Salvador) 

1974 

41 

Federal district and State of Mexico 

1970 

27 

Mexico D.Tm, Guadalajara and Monterey 

1970 

42 

Asuncion (Paraguay) 

1973 

57 

Urban areas (Peru) 

1970 

60 

Urban areas (Venezuela) 

1974 

44 

Caracas (Venezuela) 

1974 

40 

Kingston (Jamaica) 

1974 

33 
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